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Herbert Klocksiem, Chairman 
Don Allen, Sr. 

George Crawford 

William Marsh 

Thomas Rees 
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Charles Chapel 
William Grant 


CHAIRMAN HERBERT KLOCKSIEM: Ladies and gentlemen, this 
the Subcommittee Property Taxation the Assembly Interim Com- 
mittee Revenue and Taxation, created under the general authority 
House Resolution No. 238 the 1957 General Session. The chairman 
the full committee Assemblyman Walter Dahl who cannot with 
today. Herbert Kiocksiem, chairman this subcommittee. 
With the subcommittee are Assemblymen Don Allen, Sr. from 
Los Angeles, George Crawford from San Diego, William Marsh 
from North Hollywood, and Thomas Rees from Los Angeles. 

also have with today Assemblyman Grant from Long Beach 
and Assemblyman Charles Chapel from Los Angeles. Also present are 
Mr. Joe Tracy who the recorder, and our good secretary, 
Margaret Raty. 


have been charged with studying four bills the subject 
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property taxation, which bills were referred interim study 
the Legislature the General Session 1957. These bills are: 
A.B. 1533, which would add social welfare activities the nonprofit 
categories such religious, hospital, scientific and charitable 


activities which can claim property tax welfare exemptions. 


2203, which would provide that property sold for delinquent 
taxes assessments would become free the liens five years after 
the date sale, unless the existing lien has been previously removed. 

A.B. 2716, which would provide procedural change with respect 
persons authorized pay tax bills for another property 

A.B. 2981, which related the taxation leases tax-exempt 
property. 

This the second meeting this subcommittee. The first 
hearing was held Newport Beach November 1957. that time 
testimony was taken Assembly Bills 2624 and 2983. would like 
mention this time that the bills are referred for interim study 
when felt that more background information should obtained. 
Your testimony today will recorded and report presented the 
full Committee Revenue and Taxation. This hearing may may not 
result new legislation. That decision will the full 
committee. 

call first Assemblyman Grant Long Beach. 

ASSEMBLYMAN WILLIAM GRANT: Mr. Chairman and members the 
committee, have with today the City Attorney Lakewood, Mr. 
John Todd, who will present Assembly Bill 2716. 

MR. JOHN TODD: Mr. Chairman and members the committee, 


you have before you written statement presentation. 
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not intend bore you reading the presentation full you; 
however, would like mention some the highlights the 
presentation for your information. 

you are aware, A.B. 2716 was introduced our Assemblyman 
Grant the request office and the City Council the City 


Lakewood and was thereafter amended during the 1957 Legislature. 


think that understanding this bill perhaps would necessitate 
some the historical background respect the bill. The bill 
pertains Sections 2615.5 and 2910.7 the and Taxation 


Code. These sections were added our request A.B. 364 the 
1955 Legislature. That bill, also, was introduced Mr. Grant. The 
bill originally introduced 1955 provided that where person 
firm other than assessee pays taxes behalf assessee, 
that after that person had received the tax bill showing that had 
been paid full, that person would required deliver exact 
copy the tax bill the tax bill itself the 

had this legislation introduced because, within the City 
Lakewood, there are many homes with F.H.A. and G.I. guarantees 
respect the mortgages and the trust deeds. respect this 
type loan, there usually provision either the mortgage 
the trust deed that the lending institution may collect the taxes. 
doing so, they receive the tax bills they, course, make 
monthly deductions from the payments made the mortgagee trustor 
for the purpose paying the taxes. The result was that great 
number people within the City Lakewood never saw their tax bill. 
They did not know the amount their taxes, the amount assessment 


their property, nor did they know the various taxes for the various 
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districts which they were. Now Assembly Bill 364 originated 
the 1955 Session the Legislature passed the Assembly the 


mandatory form have mentioned Thereafter, the Senate 


the bill was amended provide that the person who received the tax 


bill other than the assessee was not required deliver the tax 
bill the assessee unless the assessee had demanded the same 
writing after the taxes had been paid. 

point out you Page written statement, this 
procedure has not our opinion been completely satisfactory. 
have attached the statement Exhibit and Exhibit which are filed 
with you bring your attention the various objections the pro- 
have found that people are not aware this provision 
the iaw respect requesting the tax bills; and even they are 
aware it, often they will not exercise that right they do, 
they still have difficulty obtaining the tax bills. Councilman 
Burns and Councilman Nebeker are present today, and they could 
amplify the statement have made and will glad so. 

We, therefore, the 1957 Legislature had Assemblyman Grant 
introduce A.B. 2716 which sought again impose the mandatory pro- 
vision whereby the person other than the assessee would have render 
the tax bill upon the payment the taxes full. This bill met 
with difficulties, and the bill was thereafter amended several times 
until was amended into its present form. Now wanted give 
you the background the legislation that the committee would 
fully familiar with what has happened this time. 

The bill its present form, feel, the best solution 


the entire problem. you will note, the bill its present form 
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contains new approach the problem and, think, more correct 


We're not saying that the sections the Code they are 


now are not good sections they are. But say, want improve- 
ment over them. This bill will make decided improvement over these 
sections. The bill its form now requires the tax assessor and 
collector, when renders tax statement person other than the 
assessee, also deposit the mail duplicate copy the tax 

bill the assessee. The tax assessor can this without any burden 
respect making duplicate copy since he, the use modern 
machinery, makes several copies anyway the same time. We, there- 
fore, think that this will the best solution since, this pro- 
cedure, the person other than the assessee who ordinarily under this 
type circumstance would not receive the tax bill, will automatically 
get the tax bill the same time the lending institution would get 
the tax bill. 


Pages and point out the reasons why think this 
committee should give serious consideration the adoption this 
amendment. First all, point out that preparing the tax bill, 
the tax assessor and collector makes many copies and the making 
additional copy for the assessee would not burden nim. 
course, recognize that there would some expense the tax 


assessor and collector the mailing the extra copy; however, 


think this committee should recognize that, this provision had 
not been invoked, other words, the provision whereby the lending 
institution may collect the taxes behalf the assessee, that 
the tax assessor and collector would have had that burden anyway. 


Therefore, this not necessarily new responsibility imposed 
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upon him. Furthermore, the duty the tax assessor and 
collector supply tax bills the assessee. Certainly think 
should consider that having well-informed electorate and well- 
informed taxpayers necessary our government. Without the tax 
bill, the taxpayer cannot ascertain what his property has been 
assessed for. true that when receives the tax bill after 
the property has already been assessed, cannot protest that 
year; however, this will warning the action 
should take the following year; and, sees that his property has 
been assessed highly, may well advised appear the following 
year and check the assessment when the books are open and there- 
after protest. addition, the taxpayer having his tax bill will 
always aware the cost the government, the tax rate the 
various districts which resides; and having this information, 
sure, will better citizen and taxpayer. Thank you. 

CHAIRMAN KLOCKSIEM: Thank you, Mr. 

ASSEMBLYMAN GRANT: Mr. Chairman, think you, perhaps, and the 
committee are aware that this bill has been before for some time; 
and the City Lakewood and the area that represented these 
gentlemen, very evident that something should done order 
enlighten the people connection with the tax bills that they 
are paying. think that, Mr. Todd has said, brings about 
better knowledge that which happening tax-wise within dis- 
trict, and think the public entitled know that and should 
know it. But happens presently, can cite one case 
which only one many, and these gentlemen back here can amplify 


extensively they wish, I'm sure. had call the other day 
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from young lady, and she asked she paid taxes. And said, 
"Well now, are you buying home?", and she said, "Certainly I'm 
home." "Well," said, you pay taxes. Don't you 
know that you pay taxes?" She said, "Well no, didn't know that 
was paying taxes." said, "You're paying taxes, all right, and 
there's way that you can get copy the bill." told her 
the procedure. But the point that seems that we've got 
little farther than we're going the present time. These 
tax bills that they get now are lump sum sometimes and added 
their payments, and they don't know whether they're ahead back 
whether they have credit what the existence what the program 
presently. think that it's not only their duty know, but 
our see that they know what they're paying the 
way taxes. 

Now, the previous form there was some objection, think, 
from various selling institutions. think that opposition has been 
eliminated completely far the present lineup concerned 
that phase the bill, and believe have our audience 
representative the California Banking Institution that would 
glad testify that respect you wish him so. 

MR. PHILIP GREGORY: represent the California Bankers Asso- 
ciation, also the California Mortgage Bankers Association. Perhaps, 
just because we, along with some other groups, did oppose this 
legislation originally introduced, might well this morning 
basis for objection. From our viewpoint, matter fact, 


never did object the principle behind the bill. Our thought was 
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that did not seem proper impose this, what thought, was 
rather large cost private institutions; but might well that 
would proper function for public officer such 
collector carry out the purpose this legislation. say, 
see reason object the balance. 

ASSEMBLYMAN CHARLES CHAPEL: I'm not member this sub- 
committee but member the whole committee. remember voting 
for Mr. Grant's bill. thought was meritorious. would like 
ask, and there's hook the question, what the main reason that 
you withdrew your objection that you had to..... 

MR. GREGORY: Well, you'll look the bill just minute, 

Mr. Chapel, imposes the obligation send the copy the bill 
upon the tax collector; therefore, would have reason come 
and object except that they are taxpayers, would cost 
little more but would rather indirect interest. 

ASSEMBLYMAN CHAPEL: can see that, but reverting back your 
opposition originally that caused the bill killed the Senate, 
now I've been making study lately lending institutions, and 
find that they are making tremendous profit, and refer the savings 
and loan associations and ccher institutions. I'm not even 
touching the loan sharks which are subject 
attention, but referring now only the more ethical ones which 
are savings and loan associations, both State and Federal. But they 
are making tremendous profits because I'm the mailing list 
about nine them, and they are boasting how profitable 
put money in, and even you don't own stock. view these 


tremendous profits, may ask why they had the temerity and I'm 
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using the word very gentle sense oppose the bill the 
original form, and only cost them little bit stamps and 
postage out those tremendous profits. they want all the money 
the world, they just want reasonable part? 


MR. GREGORY: think the short answer that, Mr. Chapel, 


thought Mr. Grant's legislation enacted result Mr. 


Grant's first bill was such fine piece legislation was better 
leave the books was rather than tinker with it. 

ASSEMBLYMAN CHAPEL: Well, I'm satisfied, now. 

CHAIRMAN KLOCKSIEM: you, Mr. Chapel. 

ASSEMBLYMAN GRANT: have several representatives, Mr. Todd 
has told you, from the City Lakewood. 

MR. GENE NEBEKER: have just one point bring out that this 
problem that not only exists Lakewood, exists all over the 
State wherever there are F.H.A. and G.I. loans. 

real estate broker, realtor Long Beach and Lakewood, 
and incident came this last week which would like bring 
the committee's example how, these people 
get their tax bill, they can protect themselves against higher 
assessments their property versus somebody else's. One 
salesmen, after much traveling around and taking time off from work, 
they didn't send him his bill from the the 
law requires when wrote for it, took time off from his 
work down and get and demand and finally got the tax 
bill. took him full day off his work get it. 


When got the tax bill, the neighbor next door which has 


house identical price and size and improvements and everything 
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else his, found that his house was assessed $600 higher than 
the man next door, and yet the houses were comparable what they 
sold for originally, comparable improvements and all the way 
through. showed very unfair assessed valuation his 


property compared the other property the neighborhood. 


Now this not just one instance, it's multiplied thousands. 
the real estate see all the time and 
get the problem from the people. think this another fault that 
the people are unable know what their assessed valuation is, and 
even though the law provides that they can inspect the tax and 
protest their assessed valuation, doubt percent them even 
know that they can. doubt percent them even know 


least they will able to, the following year, and appear 


and protest the assessed valuation. That's all have offer. 
CHAIRMAN KLOCKSIEM: Thank you, sir. Mr. Byram, Tax Collectors 
Association California. 
MR. BYRAM: Mr. Chairman, gentlemen the committee, 
there's doubt that all taxpayers would like know the amount 
taxes they are paying, either through the lending institution 


such directly. Looking this thing from cost basis, Los 
Angeles County, probably supply 500,000 tax bills lending 
institutions. Now we're going comply with this law and send 
duplicate everyone that pays lending institutions, there's 
going considerable expense involved. 

Secondly, the assessee the property not always the owner 


and subsequent transaction the first Monday March. that 
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where they say shall sent the assessee, might sending 


the man who has had interest the payment taxes because 
had previously sold the property. 

But feel that, under the present law,.they may request 
report from how much taxes were paid duplicate bill 


can't issue duplicate bills but issue status report and 


had probably very, very few requests the last several years 
since that other provision was out the statute books. While it's 
true that people are unaware the fact that the property assessed 
certain figures and they're unaware that they have the right 
appear before the Board Equalization complain assessed values 
that are apparently inequitable, feel that far I'm concerned 
the property owner who likes have his taxes paid through the 
lending institution, that the lending instutition should the one 
who should inform him the amount tax that being paid from 

his account and not the tax collector. Somebody made the remark that 
issue many duplicate copies tax bills. only make one 
Los Angeles County. make duplicates whatsoever, only the 
case that the original lost subsequent bill requested 
new owner. 


CHAIRMAN KLOCKSIEM: Any questions? 
ASSEMBLYMAN WILLIAM MARSH: Mr. Byram, have you made study 


how much would cost the taxpayers you had send out 
duplicate bills the amount 500,000? 
BYRAM: No. 
ASSEMBLYMAN MARSH: you said would cost them awful 


lot money. 
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MR. BYRAM: would cost lot money. Under our present 


procedure for mailing bills, make original bills, you know, 
Los Angeles County; and make duplicate copy, wouldn't know 
which duplicates were going make. We'd have make dupli- 


cate probably for every property the books because you never 


know from year year how many properties are being paid through 
lending institutions how many would paid direct. 

ASSEMBLYMAN MARSH: Well, roughly cents duplication, 
which pretty fair figure, you're talking about $50,000. 

MR. BYRAM: Oh, think would cost more money than that. 
ASSEMBLYMAN MARSH: You're making duplicate? don't know, 
but you say it's going cost lot money. think you should 
come with some figures and tell us. 

MR. BYRAM: matter fact, discussing this matter 
before, indirectly appeared before the committee last year. 
didn't appear but one the men the committee did appear. 
that time expressed the feeling that the present law was adequate 
and that the demands that have had now from property owners 
who are paying through lending institutions doesn't indicate this 
wild desire informed; although that was before the present 
taxpaying season Los Angeles County, and discovered lot 
things didn't know existed before. spite all the complaints 
taxes date, are about percent behind collection 
over what were year; that, while there was lot con- 
versation, the taxes were pretty well paid, but suspect that next 
year there will different attitude toward assessments and 


toward the amount budgets involved spending agencies. can't 
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tell you offhand how much money would involved, but where the 


stripping 500,000 bills duplicate, mailing one the assessee, 
think perhaps that should modified, the owner where have 
request; because, after the first Monday March, the assessee's 
name shown the and the property might have changed hands 
twice between then and the time send the bills out the fall, 

you must understand. 

ASSEMBLYMAN MARSH: Could you furnish the committee near 
date the approximate cost? 

MR. BYRAM: have prepared statement what were going 
say. just came when got the information the meeting, 
but I'd glad advise Mr. Klocksiem what our estimate the 
cost would produce the 500,000 and mail them. 

CHAIRMAN KLOCKSIEM: glad get that information for 
the committee, Mr. Byram. 

MR. BYRAM: I'd very glad for you. 

CHAIRMAN KLOCKSIEM: Thank you. 

ASSEMBLYMAN GEORGE CRAWFORD: Mr. Byram, isn't fact 
that part your objections this particular bill would the 
fact that there would more informed taxpayers who might protest 
the assessments the tax collector, the tax assessor? 

MR. BYRAM: don't think so. You mean that that would the 
reason that object sending this information out? 

ASSEMBLYMAN CRAWFORD: rephrase the question. you 


believe that, with more informed taxpaying public, there would 


more objections the practices the tax assessor Los 


Angeles County? 
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MR. BYRAM: suppose you might say there would be. 
more them knew about it, but can't imagine that many the 
people, has been stated, know little about how much taxes they're 
paying connection with the impounding their loans. have two 
children who own property. They know exactly what they're paying 
the way taxes, and didn't get for them. They got 
themselves. 

ASSEMBLYMAN CRAWFORD: Well, perhaps your children were little 
better informed the proper procedure for obtaining this infor- 
mation. Certainly, servant the taxpayers and citizens 
Los Angeles County, you would have objection the taxpayers 
obtaining better and more information the assessment practices 
Los Angeles County. 

MR. BYRAM: Under the present law, whenever get request 
for that information, supply gladly. And say, the re- 
quests have been very few number now. This makes manda- 
tory that send them everyone, and think the number people 
who have heretofore requested information the amount taxes 
involved their impounding have been very, very few with respect 
the total number bills. issue about million and three- 
quarters bills Los Angeles County there would little more 
than quarter them that are picked lending institutions. 

ASSEMBLYMAN CRAWFORD: you. 


CHAIRMAN KLOCKSIEM: Any other members the committee? 


ASSEMBLYMAN DON ALLEN, SR.: Doesn't this amount very 


practical situation far your office concerned, Mr. Byram, 


where you are charged with the duty duplicate bills the 
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assessee, you say, the lawful owner? Then due the 


tremendous turnover, matter fact they're properties 
area that have known this year that have had least three 

different owners the calendar year. They have been escrow 

three different times. Wouldn't impose upon you and your office 

the duty notify the lawful owner that property and cause some 

investigation work your part and other additional expense? 

MR. BYRAM: Yes, we'd have spend lot research time 
order find out who was the owner the property the time the 
taxes were paid, fact sometimes taxes are paid and during the 
period time the taxes are being paid, the property changing 
hands new ownership. But the law proposed here merely says 
that are send the assessee which the thing that 
could far we're concerned. all cases, don't even 
know the assessee's address, because shown the books 
record owner. Many times, don't know how many record owners 
might find among those people who pay taxes lending institutions, 
but there could considerable number. 

ASSEMBLYMAN ALLEN: But the acquaintance the people the 
amount taxes they pay one the most ideal theories that 
can have government, isn't it? 

MR. BYRAM: Certainly so. We, under the present law, comply 
with request that's ever sent us, and give them informa- 
tion the amount tax involved any particular property. 
CHAIRMAN KLOCKSIEM: Any other questions ask Mr. Byram? 
ASSEMBLYMAN MARSH: I'm shooting the dark this one, 


really. You say you don't really know who the assessee is, who 
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get the tax bill, but the lending institution does know, 
that correct? Because after all, they're getting their monthly 
check, what's wrong you were send duplicate copy the 
lending institution for them forward the payee? 

MR. BYRAM: Well, that would certainly be..... 

ASSEMBLYMAN MARSH: mean it's going cost them few dollars, 
and know the bankers won't like this. But this the only way 
get the proper hands..... 

BYRAM: They request tax bills legal description. 
don't think even know the owner assessee many instances, 
and that would certainly the logical thing were going 
supply them, can say all right, you send them the man who 
pays the bill. don't see anything wrong with such amendment, 
fact would think that would very logical one. 

ASSEMBLYMAN MARSH: May ask Mr. Gregory for opinion, Mr. 
Klocksiem? 

CHAIRMAN KLOCKSIEM: Yes, sure. 

ASSEMBLYMAN MARSH: I'd like follow this out. Don't leave, 
Byram. Mr. Byram states that actually their office doesn't 
know who owns the property; but you, the lending institution, 
know who owns the property. why don't you figure out for 
how much will cost notify the man you get duplicate copy 
from Mr. Byram's office, any other assessor's office. 

GREGORY: Mr. Marsh, partial response that question, 
estimate the cost involved was made the California Mort- 
gage Bankers Association who act servicing agent principally 


for eastern lenders such insurance companies and on. It's 
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much greater than the figure mentioned before, hesitate 


mention it, but they actually felt would cost around dollar 
dollar and half loan per year send out this duplicate 
bill. One the reasons that there was some objection incurring 
this cost was that isn't F.H.A. V.A. loan, the amount 
reimbursement for any such service limited law and there 
would way being compensated for that extra service. 

ASSEMBLYMAN MARSH: Phil, suppose Mr. Byram's office sent you 
duplicate bill, and the duplicate bill was separated and put 
with the regular monthly statements for your next payment, don't 
know why would cost dollar and You can figure this out. 
I'm still trying get tax bill, and the lending institution has 
already told it's going cost $8.00 month more and they 
want right now cover account, and still don't know what 
taxes are. think we're track here, and think can 
work something out. 

MR. GREGORY: would just add that think the committee 
should listen with some care the figures Mr. Byram furnishes 
your request, because that seems the principle objection 
cost and the mechanics it. For instance, can say that can 
foresee considerable confusion. You always have recall this 
very large scale. certain amount confusion, perhaps, 
the people living the house and receiving bills and thinking 
they have send the money in, and then the lending institution 
pays and the tax collector has return the money, and 

think perhaps you should cover that contingency having printed 
the duplicate that it's for information only and shouldn't 
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paid something like that. There are number mechanical 
problems, and think Mr. Byram perhaps could anticipate some these 
other questions well the cost question and give the committee 
little more information that. 

ASSEMBLYMAN CHAPEL: have two complaints here that originated 
Lakewood. It's not district, but know few people. Point 
number one Lakewood. One person says that has home 
which he's paying $87.00 month the lending institution. don't 
know whether it's one your clients not, but it's the issue and 
not the name that we're interested in. He's paying $87.00 month 
including taxes, and found out only recently that that amount 
only $13.00 month going the principal and will, according 
the life expectancy tables, have live 123 years age 
own the home. Now will you agree that that kind situation 
emphasizes the need for this..... You don't argue about the need 
for these poor suckers getting the statement, you? 

MR. GREGORY: No, said originally, we've never had any 
objection the idea behind this bill. 

ASSEMBLYMAN CHAPEL: We're agreement that. 

MR. GREGORY: Oh, yes. 

ASSEMBLYMAN CHAPEL: Point number two which slightly 
different and probably new issue for the morning is: 


the phrase "tax reserve," 


and you know very well what they mean 

"tax reserve." "Tax reserve" according one Lakewood resident, 
generally far more than the actual tax with the result that the 
surplus left the hands the mortgagor. Again emphasize 


that not necessarily shooting your clients because lending 
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institution may may not your organization. The surplus 
left the hands the lending institution, and the lending insti- 
tution pays interest any type this extra money. It's not 
necessarily legally trust fund and, therefore, the poor sucker 

who thinks that he's being treated kindly paying more money than 
should, and he's not getting any money for it. That he's merely 
enriching the lending institution the complaint from Lakewood. 

that fair example what's going today California? 

MR. GREGORY: think you always have know the facts fully 
before you comment any given situation, and don't think that 
you provide enough facts for make any comment. will say 
this, that you're talking about either F.H.A. V.A. loan, 
which are very common and very important think about, the require- 
ment the law that these funds put into trust fund it's 
not so-called trust fund. trust fund suspension 
account which the lender forbidden invest and therefore can 
get not cent interest whatsoever. 

ASSEMBLYMAN CHAPEL: can advertise part his money 
hand when he's soliciting people buy invest his insti- 
tution, can't he? 

MR. GREGORY: hardly think that you're talking about 
balance sheets that the fact that you have dollars trust 
account that you can't possibly use would much help. 

ASSEMBLYMAN CHAPEL: No. Well, anyhow you admit that they 
collect more money for so-called tax purposes than they really need, 
and it's sitting there without any benefit the poor devil who 
pays it. You admit that. 
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MR. GREGORY: Well, would say that some instances greater 
reserve than necessary may accumulated; other instances 
smaller reserve than necessary accumulated, and it's necessary 
make up. Another thing think you might want make sure 
the committee understands, Mr. Chapel, that what we're talking 
about service which promotes prompt and proper payment taxes. 

ASSEMBLYMAN CHAPEL: And they get penalized beat the dickens 
they don't pay right the button too, don't they? 

GREGORY: Well, don't know, the taxpayers are supposed 
pay their taxes when 

ASSEMBLYMAN CHAPEL: No, I'm talking about the man who borrows 
from lending institution. really gets penalized for not paying 
time, doesn't he? 

GREGORY: think, perhaps, what you're talking about 
the subject matter another investigation. 

ASSEMBLYMAN CHAPEL: thank you for the suggestion, sir. 

This puts another idea mind which haven't had before, sir. 

ASSEMBLYMAN THOMAS REES: Bill Marsh was taking what feel 
wanted reiterate because think this could very equitable 
solution; and while you two gentlemen are front, maybe you 


can comment again because might end being the bill. 


Assemblyman Marsh suggested that the tax collector print dupli- 
cate bill, send them out one bill just the way received 


withholding statement about week ago. There one copy that 
send the Department Internal Revenue, there's another copy 


that put files, and it's clearly stated the duplicate 
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bill. This could sent the lending institution sent all 


taxpayers. person who paid his tax directly could use the dupli- 
cate for his files. lending institution could use the duplicate 
and place the next monthly statement which they will send- 
ing the person who owes them money. this way would have 
some cost shared terms duplicate printing the tax collector 
and would also have some cost shared the banking institution 
whose duty service their client. Now what you think 
about that specifically solution this? 

MR. BYRAM: think it's very good suggestion. prepare the 
duplicate bills and send them the lending institutions and avoid 
this confusion created when mailed the assessee. The lending 
institution would know who the owner the property was that 
time, and they could forward the bill with the statement. Regardless 
whom the property was assessed, they would have the bill 
hand. The one thing that should watched that while many 
people are aware the fact they pay taxes along with the ser- 
vice requirements their loan, this bill was not some way 
marked, you would find probably lot them would pay that 
and think they should pay instead the lending institution, and 
would result great deal confusion our office. Also, these 
bills should definitely identified some manner that they were 
for memorandum only and were not paid, and forth. think 
that suggestion has lot merit. far know the cost would 
be, you say, divided between the lending institutions and the tax 
collectors. 


MR. GREGORY: Well, Mr. Rees, about all can say we're not 
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any disagreement the matter We're just 
talking about mechanics and cost; and since this new idea, I'd 
like have chance ask some the people who work directly 
this this field and then could talk little more intelli- 
gently about it. 

MR. BYRAM: Mr. Chairman, I'll supply you with estimate 
what our cost would prepare think we'd have duplicate 
every bill were going don't think could make 
duplicates which are pulled lending institutions. That 
would tremendous chore. The thing would duplicate every- 
thing and then whenever they ask for bill from lending institution, 
just pull the duplicates and send them, and otherwise would either 
destroy the duplicates keep them the file supply where 
property ownership changed and need duplicates anyway. 

ASSEMBLYMAN REES: you can just send the whole bunch out; 
and person pays his own taxes, has something put his 
files. 

TODD: Mr. Chairman, could I'd like just point out 
you that think the suggestion Mr. Marsh and Mr. Rees 
excellent one, and think it's one that can accomplished. But 
would like state for the record that there were several state- 
ments made Mr. Byram which believe are incorrect there's 
misunderstanding. 

Number one, respect the statement made about duplicate 
had reference the several copies the assessor makes 
when makes the original bill the I.B.M. machine. Therefore, 


making one extra copy wouldn't much any expense him. 
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Secondly, the problem respect the assessee versus the 
owner, which may occur the case where the property has been sold, 
doesn't actually apply this case because this problem exists 
every case. have used the language the Revenue and Taxation 
Code respect the use the word "assessee." The legislation 
originally adopted was prepared the assistant the Legislative 
Counsel, and suggested this procecure which similar the 
existing procedure, that problem would arise regardless whether 
not this system were used. It's problem that exists any time 
anyone sells his property. 

Mr. Byram also stated that they haven't received very 
demands for the tax bills since this legislation has been enacted, 
but that they had they have submitted duplicates. don't know 
what referring to. The legislation does not, its present 


form, require the tax assessor and collector deliver duplicates; 


therefore, they wouldn't receive And, course, they 
want supply them people, that's fine. 

But other than that, would like compliment the committee, 
We've worked this long time and here few short minutes, 
although know you people have thought about for great length 
time, you have come with, think, very good suggested 
solution. Thank you. 

CHAIRMAN KLOCKSIEM: Thank you, Mr. Todd. there anyone else 
here who wants speak this particular bill, 2716, either for 
against it? not, we'll close the hearing this particular bill 


and thank those who have appeared. 


will now take Assembly Bill 2981. The author this 
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taking them order without any partiality. 


the California Fish Canners Association. 


bill Assemblyman Crawford. would like, first, read 
analysis this bill because it's quite important bill. 


ANALYSIS ASSEMBLY BILL NO. 2981 


Tax: Property Possessory Interest 


Effect Revenue: estimate 


Analysis: 


This bill relates the taxation leases tax- 
exempt property and provides follows: 


That such leases are personal property and subject 
tax. 


That the market value lease shall the excess 
its value the open market over its rental and other 
burdens. 


That such leases shall assessed the same per- 
centage valuation other tangible 


The act provides that the section applies only rights 
created prior the final date the so-called DeLuz case 
which are not hereafter renewed extended. 


stated that the bill declaration the 
existing law and contains urgency clause. 


The case mentioned above DeLuz Homes County 
San Diego (1955) Cal. 2nd 546, wherein the State Supreme 
Court cast doubt the existing practices with respect 
the taxation and condemnation leases, licenses and per- 
mits use tax-exempt property. 


Now those who will appear have notified the chairman, and I'm 


Mr. Herbert Davis who 


represents the California Fish Canners 


MR. HERBERT DAVIS: Assistant Executive Director 
This matter that's before 


the committee here has little history behind it, and going 
presume the good nature the committee and ask that 


permitted review just briefly the history this legislation 
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and the reason why Mr. Crawford introduced the bill and why 


pefore this committee. 
The analysis read your chairman indicates roughly the pro- 
blem. perhaps, can make little clearer not using too 


much legalistic language and ask you remember that the Consti- 


tution California provides for tax exemption publicly-owned 
property. The laws the State also provide that lessee 
publicly-owned property acquires what termed possessory interest 
that property, and that possessory interest itself becomes property 
for purposes taxation. 

Prior the DeLuz decision, which referred the analysis, 
found ourselves this position with respect taxes: The county 
assessors rather uniformly California and particularly Southern 
California arrived the value this possessory interest taking 
the rent that was paid the public agency, capitalizing it, and 
then determining whether not the rent was the equivalent sub- 
stantially commercial rent. that was the case, then the public 
agency owning the property was receiving rentals the full value 
the property; and, therefore, the value the possessory interest 
was nil, and there was taxes paid it. If, the other 
hand, the public agency was receiving something less than what would 
normal commercial rental for similar property, then the tax 
assessor found that the possessory interest had value and pro- 
ceeded tax that value that the combination rent and taxes 
always came out the benefit the public. The public this 
case being represented two agencies: one the tax collector, the 


the public agency that was renting the land. 
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Now presumably, the purpose providing for tax-exempt land 


that self-supporting agencies the government such the harbor 


departments, your airports, things that kind, could collect 
rentals and keep virtue their tax exemption that amount 
money necessary conduct their operations without having make 
those operations burden upon the general tax rolls. 

That was the situation that has existed prior the DeLuz 
decision, and the DeLuz decision came after some years 
this practice which had been established originally the San Pedro 
lumber cases and the Hammond lumber cases. 

The DeLuz decision said that not proper give credit 
for the unpaid rents that are due the future these exclusive 
leases, that the possessory must substantially the 
fee value the property and the lessee must pay taxes that 
the full amount regardless the fact that had already paid 
rents the taxes that ordinary person non-governmental property 
would pay. You recognize, course, that privately-owned 
property, when you pay the rent the landlord, unless you have 
some special arrangement, pays the taxes out the rent money 
that you pay him. the DeLuz decision virtually put many the 
tenants these public agencies the position that they were 
continue pay the rent, but addition that, they were 
pay taxes which they had not been paying over period years. 

CHAIRMAN KLOCKSIEM: ask you one question, Mr. Davis, 
please, for information. Now that's taxes the real property? 

MR. DAVIS: We're talking about the land only. 

CHAIRMAN KLOCKSIEM: only you're not talking about what's 
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that building? 


MR. DAVIS: We're not talking about the building. We're not 


talking this point about buildings, about personal property within 
the buildings; we're talking only about the land. And this legis- 


lation referred only the land. 


Now result that situation, the figures are only passing 


interest, others will testify specific figures, but we'll take the 


fish canning industry that represent here, the difference our 
taxes between 1955 and 1956 was the order thousand 


dollars, just for the tenants the Los Angeles and San 


Diego Harbor Department. That was the difference made that switch. 


found ourselves this position, that were captives. 
had made agreement with the Harbor Department pay much for 
land, and entered into year leases. agreed with them that 
this rental was fair, and that was the amount money that 
could afford pay for the land. Now then when have added 
burden put onto it, now becomes more expensive than would 
normally pay. amounts more money than would pay any 
private owner land; and certainly had anticipated that that 
was the situation, never would have entered into year 
lease. But here's how captive. the case the fish 
canners, own the buildings, that when implant cannery 
which own and upon which pay full taxes all times 
question about that, always been taxable with the buyers the 
assessor here, can verify that, the only question involved 


the land; but are captive for this reason can't say all 


right, the cost this land has gone too high and want out. 
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have facility -We cam't cancel unexpired portion 
the year leases with the City Los Angeles. 
those leases, they are one way streets; you can't back out them. 
One our members has problem right now, and will represented 
here today. I'm not speaking behalf the Westgate-California 
Corporation, they will speak for themselves today. 

That was the dilemma that found ourselves in; asked Mr. 
Thomas, representative the 68th District, introduce A.B. 456. 

The bill purported rectify this situation having the Legislature 
two things: One, declare that the possessory interest, which 
ethereal sort thing that arrives the matter right con- 
nection with the use real estate, should classified personal 
property from the real property itself. Number two, 
that the assessor directed henceforth arrive his assessment 

giving credit for the rent that paid. the full value rent 
being paid the public agency nobody getting free ride, 

the possessory interest will then have value and will not taxable. 
the public agency for reasons public policy has decided that 

there should relatively low rental that land, then the possessory 
interest has value and that should taxed. 


The Legislature, when was introduced 


January urgency 
measure, due the opposition primarily the Supervisors Associ- 
ation, declined pass the bill this form. Mr. Chapel, for 
example, raised some very pertinent questions connection with 

the bill. The language it, thought, was little too broad 

and not sufficiently specific because other burdens addition 


the rents, and perhaps was back-door method getting around 


q ; 
7 
F 
| 
Abs 
2 


the DeLuz case. not prepared argue that. don't think Mr. 
Chapel wishes argue with me, because don't contend that that 
was the intent. result, the Legislature did accept certain 
amendments that bill which limited the relief asked those people 
who had existing leases and were captives outlined just now, and 
got them off the hook. Mr. Chapel satisfied with those amendments 
and subsequently supported our legislation, and thank you. 

Mr. Crawford, who was one the very interested members the 
Legislature that legislation, and coming from San Diego, recognized 
with those who were proponents this legislation that the 
problem had not been solved the ultimate passage A.B. 456, 
would not solved, and that the fundamental problem still 
matter that the Legislature will have examine. That is, what 
your public policy with respect tax-exempt lands, whether 
not the Legislature going write the laws pertaining taxa- 
tion whether the courts are going write them. are down 
fundamental problems here. Mr. Crawford, together with his associates 
from San Diego County, very kindly introduced what was substantially 
identical bill the one that was passed for the purpose 
having referred this committee order that the subject matter 
could before you. 

That the history how this came about. Subsequently, 
very unfortunate situation has arisen. The Legislature passed 
Statute. The Governor signed it. became chapter the 1957 
Statutes and section the Revenue and Taxation Code. The County 
Counsel Los County has advised the assessor Los Angeles 


County that, his opinion, the act was unconstitutional. 
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from the Legislature and that the subject matter still alive. 
certainly find ourselves the position that somebody going 
have take this matter court order have the subject adjudi- 

cated, because there are many lawyers, including your own Legislative 


Counsel, who very vigorously disagree with the County Counsel Los 


Angeles the subject constitutionality; ‘and I'm not lawyer and 
won't argue the question. I'm merely laying before the committee. 

That the reason, therefore, that you have this hearing. 
great many the tenants the various public bodies who are leasing 
land banded together support this legislation, and California Fish 
Canners Association happened one them; and for purposes 
presuming now speak for all them. You will 
recall the Legislature the group was represented Mr. Gil Rowland 
Sacramento. 

are asking you restudy this whole problem and let see 
possible determine public policy here that can 
uniformly followed throughout the State and that lessees can depend 
upon when they enter into contract with public agency. think 
the tenants the Los Angeles Harbor Department, for instance, when 
they entered inte leases with the City Los Angeles which 
spelled out terms and conditions the lease, spelled out the terms 
and conditions the rentals. One the terms and conditions which 
was implied, not spelled out, was the fact that the property itself 


was tax exempt far the lessee was concerned. was certainly 


tax-exempt far the City Los Angeles was your 


lessee proceeds make great investment hundreds thousands 
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dollars and builds factory operation some kind the 
land owned the Harbor Department Los Angeles. ‘We think that 
should entitled rely the fact that has made bargain 
with public agency good faith that can depend upon, and not 
wake and find that the Supreme Court California, case that 
had connection all, not even the remotest connection with the 
normal operations these properties, suddenly upsets rule law 
that has been followed for years, and the lessee finds that 
paying one and half times the amount rent for his land 
expected to. will close merely pointing out what happens 
that case. Others, particularly Mr. Caughlin the Harbor Depart- 
ment, will point out the impact. 

Two are bound result. New tenants for vacant land 
owned the government are going hard come they are 
going have pay full commercial rent for those lands plus taxes, 
which means that they are paying several times more for the use 
the land than they would was privately owned. That's number 
one. Therefore, the revenues the public agencies are going 
decline and might even decline the point where they would then 
have become tax supported agencies and they would come the City 
Council and the Legislature and ask for taxes support them because 
they're not getting any revenue. 

The other that the public agency would say all right, long 
the Supreme Court says that for all practical purposes this land 


longer tax exempt, and that our tenants are going have 


pay the taxes, will have reduce our rents that the combination 


rent and taxes still greater than the commercial competition 
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that would have. can't stand here with holier-than-thou 
attitude and say that because own all the waterfront, we're 
going make you pay twice much for the use that land 
virtue our monopoly than you would have pay anyplace else. 


that eventuality comes about, again find that our public 


agencies, such the Harbor Department referred to, are going lose 
that revenue which apparently the tax-exempt provision the Consti- 
tution anticipated that they should keep for their own use prevent 
them from being tax supported agencies. 

There's our problem, gentlemen. can't move off Terminal 
Island. We're going have pay these taxes. thought had 
some relief when finally got the practically unanimous approval 

the the bill that was passed. We're faced with 

the necessity court proceeding. realize that the Legislature 
can't accomplish very much legislating until have judicial 
decision, but think would wise for you take look 


the original bills Mr. Crawford and Mr. Thomas intended them be- 


fore they were restricted the present leases see there 


field there where the Legislature can make public policy that 


will stand and that can depend on. you, sir. 


ASSEMBLYMAN CHAPEL: You remember the way held the Thomas 
bill was that got opinion which didn't really need, but the 
Constitution provides that when the Legislature attempts classify 
personal property, believe takes three-fourths vote both 
Houses, remember that? don't have lawyers remember that 
the Constitution. you're talking about this possessory 


interest personal property, then takes three-fourths vote 
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both Houses. You remember that raised that issue. After you 
convinced that this captive situation existed, those who 
were opposing withdrew the objection and figured that you were 
unfortunate victims unfair situation. did pass the law. 
The legislative intent was protect and help those people who were 


good faith and were captives, you point out because you couldn't 


move your canneries over night. Now you tell that Kennedy has ruled 


that it's unconstitutional. Well, can get one opinion from the 

Attorney General tomorrow, get another one from the Legislative Counsel, 

and the following day Kennedy might issue another one. Now, what are 

you going do? other words, all respect you, we're wasting 

time the Legislature this going lawyers' fight; and 

these opinions can show you you want some time where the 

Legislative Counsel's office issued opposing opinions accident 

the same thing the same day. Now they can it, Kennedy can 

it, and can the Attorney General. depends who writes it. 

What I'm driving help you, and you've more less indicated 

that don't know what can do, what there that can 

until you try out the Supreme Court the State California? 
MR. DAVIS: Well, Mr. Chapel, think the answer your question 

very simple. the ultimate end every piece legis- 

lation the judicial determination what says, and that be- 

comes then the common law the State and proceed it. call 

your attention, however, the fact that will have engage 

litigation with the county result the County Counsel's 

cpinion because the assessor just not going pay any attention 


the legislation. That's what the County Counsel has told him 
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do. we're going get some tax bills next year that not repre- 


sent the relief that the Legislature intended. haven't figured 
out yet how get into court, whether not pay them and let 

Mr. Byram come down with the sheriff and try button the pro- 
perty and then set the legislation defense, pay them 


under protest, try get mandamus action against the assessor 


get him follow the Legislature. don't know. But even when 
that happens, that only going determine the one question, and 
that whether not the Legislature only can declare that 
imaginary right over here can classified piece personal 
property distinguished from piece real property. The other 
point that the County Counsel has raised that giving these 
captives without giving similar statutory relief everybody 
else, the Legislature fact separate class property 
improperly. 

The thing that suggesting this committee that the 
problem lies much deeper the fact that think you must, and only 
the Legislature can this and wish could tell you how, maybe 
you had some amateurs there practicing before you during the 
interim instead some old pros you could get some better 
answers, but you've got make final determination some day 
determine who runs the tax structure California. Does the 
Legislature? 

ASSEMBLYMAN CHAPEL: Okay, your answer constitutional 
amendment, then. 

MR. DAVIS: haven't any way knowing, but with the facilities 


you have hand, Mr. Chapel, I'm quite sure that you can determine 
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matter determined this committee and the Legislature 
satisfy themselves the public policy the We've got 
too many people writing public policy except our legislative bodies; 
and I'm kind like Mr. Allen over here, get little irked 
times. 


ASSEMBLYMAN ALLEN: know this measure concerns the land only, 


none the buildings and none the machinery equipment, yet 
there imposed the contract which made, recall, the 
revisionary right all buildings revert back the city. 
that contained your contract? 

DAVIS: No. 

ASSEMBLYMAN ALLEN: contained most contracts. 

MR. DAVIS: You have many contracts where the building con- 
structed the property reverts the city when the tenant vacates 
it. the case the Harbor Department leases, they specifically 
provide that when the lease expires and wish vacate, have 
take down the buildings and take them off the property and 
restore the Harbor Department the property its original form. 

ASSEMBLYMAN ALLEN: that isn't true cases harbor 
leases. think there's some permanent structures down there that 
come back the city. 

MR. DAVIS: can only speak those which have knowledge, 
the fish canneries. But that the case far all the fish 
canneries are concerned, and Mr. Caughlin the Harbor Department 


here, 
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ASSEMBLYMAN REES: I'd like ask several questions. just 
want clarify own mind, when you classify your possessory 
interest personal property, you order take away 
from the decision the DeLuz case? Does the DeLuz case say that 
you cannot declare your possessory interest real property? 


MR. DAVIS: No, the DeLuz case may getting into little 


deep water here, Tom. 


ASSEMBLYMAN REES: want get the difference between real and 


personal property, and State's policy. 

MR. DAVIS: think the fundamental difference, some the 
lawyers can straighten out, that the Legislature cannot legis- 
late what happens far taxation real property con- 
cerned. It's frozen the Constitution. The Legislature free 
legislate formulas and methods taxation personal property, 
order write formula that effective, the Legislature 
must classify the possessory interest this case personal 
property and, course, that the objection that the County Counsel 
raising. He's denying that the Legislature has the power make 
such classifications. 

ASSEMBLYMAN REES: All right, then we've more less broken 
this down into two parts. One that have law that's the 
books now that might termed unconstitutional which you'll 
probably have legal case the next year. declared 
unconstitutional, the only solution then would have consti- 


tutional amendment specifically this problem real property. 


MR. DAVIS: Well, think that's conclusion that you've 


Mr. Rees. That may the outcome, but still think that 
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it's possible that other avenues might explored and other types 


legislation. did our best explore all them, but I'm 


not sure that covered them all. But certainly that one 
the methods that might have result. 
ASSEMBLYMAN REES: the second point, you thought that even 


with the present bill, and assuming constitutional, that 


terms public policy that the subject should opened further 


declare any future leases come under the concept that you 


already have here. 


MR. DAVIS: Yes, Mr. Rees, for this reason. Assuming that the 


statute passed the 1957-Session stands and the captives got 


relief, the relief extends only the expiration their leases. 


Newcomers coming in, therefore, would have deal with the Harbor 


Department unequal basis. Renewals would have un- 


equal basis, and you would ultimately wind with the Harbor Depart- 


that the matter should not one simply taking care what might 


termed, I'm sorry Mr. Chapel isn't here because always likes 


the language, the selfish interests the captive who got caught 


the ringer; and that the Legislature should explore the entire field 


make sure that future inequalities result result the 


temporary relief given these captives. 


ASSEMBLYMAN REES: Never having leased public land, don't 


know what the policy the leases are; but you, for example, 


open new cannery public land and you wish draw 


new lease for this piece land, couldn't you draw this 


with clauses your contract either call for renegotiation 
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regard how the property tax paid, write lease that took 


into consideration how much you'll paying terms market value 


and also would take into consideration the payment property taxes. 


When rent office, paying for the property taxes also 
that rent that paying landlord. Couldn't you that 
your own contract? 

MR. DAVIS: Sure you can, but don't forget that years ago 
wrote some year leases; and that time the question taxes 
was not before the Harbor Department and the canneries, for example. 
was only the question rent because was assumed both sides 
that was tax exempt. Now the tax exemption taken away the 
middle contract. The question promptly arises, all right, can 
you back your landlord, wit the City Los Angeles, and say, 
"Look, made bum deal; let's renegotiate this thing." The City 
Los Angeles promptly faced with another legal question that is, 
they renegotiate that thing downward order offset the thing, 
would they guilty gift public funds because they've already 
got contract that says that owe them much money. develops 
tremendous amount complications, and might say that Mr. 
Nordstrom, the Assistant City Attorney, Los Angeles Harbor Department, 
here and will speak this subject. And think some these 
questions that Mr. Rees directing could best directed 

ASSEMBLYMAN REES: haven't either, and that's why should 
get this thing down. I'd like continue this line questioning 
Mr. Nordstrom would like come up. 


MR. DAVIS: think you can get some better answers, Tom, from 
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Mr. Nordstrom because knows more about what he's talking about 


than do. 

ASSEMBLYMAN CRAWFORD: Mr. Davis, can you tell the present 
status the fish canning industry the State California? 

MR. DAVIS: Pretty sick. 

ASSEMBLYMAN CRAWFORD: Can you tell that, say over the last 
years, there has been move certain interests the fish 
canning industry move other states where they have 
favorable tax. situation. 

MR. DAVIS: don't think could answer that categorically, Mr. 
Crawford. can say this, that matter fact that some 
our California canners have established canning operations elsewhere. 
Now not position say what their reasons were, whether 
was due this tax situation due advantages that were granted 
elsewhere. Our problem, that makes the industry pretty sick and 
you're very familiar with it, primarily the competition with 
Japanese imports and the lack protective tariffs and quotas. 
Therefore, these additional expenses that come result this 
situation become greatly magnified virtue the fact that are 
having move narrow area margin order compete 
with the Japanese, and just doesn't give much cushion roll 
with punches, and this $30,000 additional taxes comes there 
there's way pass and face that competition, and just 
narrows the margin which live. 

ASSEMBLYMAN CRAWFORD: Well, Mr. Davis, can recall when the 
tuna fishing and canning industry San Diego constituted about 


third our economic base; and the present time, it's very 
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small portion. There's been decrease the activities San 
Diego. Would you say that true that the fish canning industry 
needs assistance order retain healthy business future? 

MR. DAVIS: Oh, yes, very definitely. Your commercial fishing 


industry the fourth largest basic industry the State, succeeded 


only agriculture, petroleum and forestry. When say basic in- 
dustries, those are the industries that take your natural resources, 
add human labor and ingenuity for the purpose creating articles 
commerce. That becomes the wealth the State. It's valued roughly 
about 250 million dollars year. don't think that the economy 
the State can stand having basic industry that size destroyed. 
think that you need these basic industries support the million 
people that expect have here. these things that put 
the bind become extremely important us. 

CHAIRMAN KLOCKSIEM: Thank you, Mr. Davis. Now whom did you 
want follow you? 

MR. DAVIS: Mr. Kunzel San Diego would like take minute 
your time. 

MR. FRED KUNZEL: from San Diego and represent several 
the lessees tideland leases San Diego, namely Harbor Boat 
and Yacht Company, Campbell Machine, and several the smaller 

don't want approach this from technical standpoint. 
The legislation has proposed what, believe, constitutional. 
However, the legislation which was passed doesn't serve any purpose, 
just temporary rélief for some the lessees San Diego, the 


reason being that most the leases down there are year 
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option basis. They're and year leases; however, they're renew- 
able year options that the present legislation only gives 
relief the lessees for period two years its most, it's 
held constitutional. Now represented several the lessees 
negotiating their leases with the San Diego Harbor Department. 
the time these leases were negotiated, was recognized that the 
taxes were based upon the so-called bonus yalue the 
other words, the lower your rent, the higher the tax, and vice versa. 
The leases were negotiated the Harbor Department; and negoti- 
for the rent, the statements were made, which were true the 
time and there was bad faith anyone's part, that the more rent 
you pay the Harbor Department, the less taxes you will have pay. 
Most the rentals were based upon proposals that nature. 
that result, the lessees were willing pay the Harbor Depart- 
ment higher rental rather than pay the taxes because they were 
interested harbor development. 

Then with the advent the DeLuz case, for instance Campbell 
Machine, which was paying ground rental about $10,000 year, 
they were then paying taxes approximately $2,000 year. With 
the advent the DeLuz case, their taxes the land have risen 
about $6,000 instead paying $12,000 year for the use the 
land, they're now paying $16,000 year. That statement. 
ASSEMBLYMAN REES: Mr. Kunzel, then why doesn't the bill that 
now law, the Thomas bill, take care that situation? says 
they don't have pay. relieves them possessory 
interest. 


MR. KUNZEL: But when the lease renewed, the bill isn't 
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effective. 

ASSEMBLYMAN REES: were going lease land Los Angeles 
Harbor, I'm the export business and let's say wanted manu- 
facturing operation near the harbor there, would the City 
Los Angeles and ask them more less what the rent was. would 
find out what the rent was private land the same area; and 
decided rent from the City Los Angeles, would ask them 
about taxes, and would ask them about the DeLuz decision and how 
the tax situation would affect me. found, this machinery 
company did down San Diego, that would liable $6,000 worth 
taxes per year, would negotiate lease attempt negotiate 
lease with the City Los Angeles that that $6,000 were con- 
sidered part the price was paying and would come price 
which would hape would competitive with like private land. 
office Los Angeles, pay rent much month; and, that 
rent, have already paid the taxes because the land owner figures 
that the cost that must have from the building and the land. 
Now when you renegotiate every five years, why can't you merely take 
cost which you estimate will paid taxes, call that part 
the value the land the expense the land, and when you 
negotiate lease with the Harbor Department, saying that the average 
price land $10,000, negotiate lease with the Harbor Depart- 
ment pay them $4,000 and assume the payment for that tax. Why 
can't done without going the State Legislature and passing 
laws? 

MR. KUNZEL: Mr. Rees, you present very good question; however, 


the practical answer is, take for instance Campbell Machine 
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Harbor Boat and Yacht both them are small boat yards that repair 
tuna vessels and small naval vessels. Campbell Machine has placed 
land approximately $600,000 $1,000,000 worth improvements. 
Those improvements were placed the land the time the lease was 
first negotiated. was, believe, year lease with six year 
options. The rental, however, reopened for renegotiation every 
years true most the San Diego leases. Since that rent 
was fixed and, say, it's open renegotiation between certain 
areas per square foot rental, the Harbor Department has gradually 
increased its need for money where their budget inadequate 
perform their functions. practical matter you have exer- 
cise your options; you just can't let million dollars worth 
improvements down the drain and move. when you renego- 
tiate your reopening provisions, the Harbor Department because 
its need for funds says they can't reduce the rent and they're not 
going reduce the rent when tenant has installed improvements 
such extent that they can't move off. Now your approach would 
very practical you were going rent bare piece property 
and start out now. Then you know what the problem is. But these 
improvements and the leases were negotiated time when, Mr. 
Davis said, for years they had been merely assessing the bonus 
value the lease. 

ASSEMBLYMAN REES: Wouldn't you say that anybody who leased 
property and built improvements upon that property, whether it's 
private public property and did year lease which was 
renewable every years, wouldn't you say that the land owner held 


gun that person's head every renegotiation the rent? 
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Under this theory, the Harbor Department decided they had 


double their revenue, they could just well negotiations say 
want twice much rent, and you won't give us, get out. 

I'm saying that the second part your argument something that 
might taken care negotiation between the Harbor Departments, 


the public land owners. 


MR. KUNZEL: The rent subject arbitration, but the 


arbitration you don't take into consideration the taxes that are 


assessed against the property. 


ASSEMBLYMAN REES: Who doesn't? 


MR. KUNZEL: arbitrators. 


ASSEMBLYMAN REES: Well, it's made condition the arbi- 
tration, certainly can done. 

MR. KUNZEL: Well, can be. But, say, won't work out 
practically. 

ASSEMBLYMAN CHAPEL: the situation, and it's historical 


one. It's matter record that some did block the Thomas 
legislation originally until finally became convinced that some 
these outfits such your clients were captive tenants, and then 
passed that bill. The main reason were opposed that time 
the legislation general was that felt would result 
shifting tax burden from large and prosperous industry onto the 
home owner. Now want tell you that that you know what you're 
dealing with. That was the thought had mind, and were 
looking ahead then, many the fact that the 
assessor was going yank our assessments Los Angeles County 


and therefore raise our taxes, and wanted least hold back 
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little going slow giving you tax relief the grounds that 
thought those leases were negotiated pretty low rates. You 
know that waterfront property has gone tremendously and, there- 
fore, the value the property has gone up, the value the lease 
should up. Therefore, raise this question and this 
friendly one, I'm not trying hurt you because realize that you 
are very unfortunate situation. That's why was one the 
leaders the opposition the Thomas bill and then finally stood 
and supported the bill that passed because was convinced 
your misfortune. What I'm getting is, your clients want get 
that lease extended the low rate rental that they were paying 
the past are they realistic? 

MR, KUNZEL: The Harbor Department pretty realistic about the 
They're not unrealistic. We're not getting any cheap rentals. 

ASSEMBLYMAN CHAPEL: your complaint? You see, I'm not 
sure that you have answered Rees' argument. Rees raised good 
argument. 

MR. KUNZEL: The complaint that assessing the leasehold 
interest, the assessor, under the DeLuz case, doesn't consider the 
rent burden and doesn't enter into his evaluation. They're 
assessing the lease now year lease arbitrarily assessed 
almost its fee value. Now think the DeLuz case wrong. 

There economic reason for it. The taxes, pointed out 

the Campbell Machine case, have more than doubled. Many the 
smaller lessees for instance, one went from $44.00 somewhat 
over $300.00 year for man who has one little wharf are caught 


bind because you can't drive those rents down. The Harbor 
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Department has planned its future the rental they're able get 


from the lessees, and now they're not taking and won't take the 
taxes into consideration. 
ASSEMBLYMAN CHAPEL: Well, you can get rid the Harbor Depart- 
ment easily enough San Diego. 
MR. KUNZEL: Yes, but you can't keep the harbor development 


the cost has gone for dredging, maintenance. They need the money 
and the lessees are willing pay. But don't think it's fair 
assess leasehold the basis assessing fee. 

CHAIRMAN KLOCKSIEM: Mr. Kunzel, you're against situation 


where you've got tremendous investment your machinery set 


there. They talk about raising the rent when you have opportunity 
renegotiate your lease, which all right. Then top all 
that, you have this added tax and, Mr. Rees says, course, you 
can get out and move, but that's not easy when man organi- 
zation has hundreds thousands dollars tied equipment. 

can see that problem, and seems very serious part 
this whole problem. 

MR. KUNZEL: The lessee position negotiate all. 
has exercise his option. 

ASSEMBLYMAN REES: Again, isn't this the same situation that 
any person leasing land and making improvements that land would 
have, whether public land private land. Now district, 
have huge one-acre plot that shopping center. Every build- 
ing that shopping center merely leasing that land payment 
and then percentage basis. any time that for renegotiation 


the person who owns the land can make Vons Market Company and Woolworth 
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and everybody else move out putting prohibitive price. But 
won't because doesn't want those people move out, and 
doesn't want see this thing happen. can't make prohibitive 
price because one would purchase that land purchase lease 
the competitive market. And what see you're doing here 
you're making one rule for land which publicly-owned land, 
restricting the ability the land find its true value free 
market, and having rule all privately-owned land. Now 
you make decision say that you have restrict this publicly- 
owned land, you'd have privately-owned also because both 
them are situations where there pistol person's head. 

KUNZEL: Privately-owned land fee value. 

ASSEMBLYMAN REES: Again we're talking about the economic value 
land. 

KUNZEL: That's right. 

ASSEMBLYMAN REES: doesn't matter who pays the taxes, this 
the cost that's attributed the land and part the nego- 
tiation when you come for lease, 

ASSEMBLYMAN CRAWFORD: Mr. Rees, would like point 
few facts that believe you are leaving out your surmises; that 
is, that the Harbor Department owns all the harbor land. Secondly, 
that you have boat repair facility, you have the harbor 
lands order have the dry docks wherein these boats can re- 
You have choice, you cannot move onto privately-owned 
property. You have rent where you're located. 

ASSEMBLYMAN REES: Vons Market Company has lease the land 
where because there other land district that they 
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can put store on. It's the same situation. 


CHAIRMAN KLOCKSIEM: will now recess until o'clock. 


(RECESS 


CHAIRMAN KLOCKSIEM: The meeting will come order, and 


will resume hearing testimony A.B. 2981. 


MR. JAMES TAYLOR: represent the Bethlehem Pacific Coast 
Steel Corporation. occupy parcel land the harbor under 
long-term permit which conduct ship repair yard. This 
permit its early stages. It's year permit and 
has run two years, that have years go. There re- 
determination clause the permit which permits refixing the 
rate from time time but there cancellation provision 
which would permit escape from the permit. Obviously the 
amount additional taxes was not anticipated the time the permit 
was negotiated; and, matter fact, have had several years' 
experience with possessory interest taxes. have always realized 
that the amount rent burden was used reduce the tax base; 
and negotiating the lease, those facts were taken into considera- 
tion with the result that were assured that fair commercial 
rental would what would ultimately pay for the use the land. 

The following year the tax assessor changed the formula and 
did not receive those credits for rent and, therefore, our burden 


was increased. order point the thing and make easy 
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understand, might tell you that the last month period, the 
additional taxes represent increase approximately percent. 
That say, had contracted pay $1.00 rental, are 
now paying $1.75 rental and taxes. Obviously those costs must 
find their way into the selling price the product the service, 
which turn operates make and others the same position 
noncompetitive with other parts the country and, fact, with 
other parts the world, because are repairing seagoing vessels 
that can transported from here other parts the country for 
repairs the price advantage sufficient make that advisable. 


feel that are noncompetitive position wherever our 


our foreseeing it. 
ASSEMBLYMAN CRAWFORD: Are you competition with companies 
operating the San Francisco Harbor area? 

MR. TAYLOR: Yes, sir. bid against those companies our 
work. 

ASSEMBLYMAN CRAWFORD: And those companies enjoy tax advantage 
Since they occupy State land which exempt from this tax formula, 
that not true? 

MR. TAYLOR: That's understanding, but I'm not authority 
it. 

ASSEMBLYMAN CRAWFORD: the harbors Los Angeles 

well elsewhere the State California are competition 

serious economic disadvantage when competing against businesses 
the San Francisco Harbor area. 


MR. TAYLOR: correct. 


operating costs are raised without warning and without any possibility 
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ASSEMBLYMAN CRAWFORD: you, 


ASSEMBLYMAN ALLEN: far being competition with another 
State harbor, the final and the worst competition for the economy 
California the competition eastern companies. 

MR. TAYLOR: That's true, Mr. Allen, based not only such 
things this, but the fact that materials use the processing 
our work are large degree from eastern manufacturing points, 
and the additional cost bringing them here disadvantage. 
believe our other costs may comparable. 

ASSEMBLYMAN ALLEN: other words, you're familiar with the 
subvention, for want better term, the State Pennsylvania, 
especially Philadelphia, give the Cramp boat people who make the 
destroyers. They practically get tax-free ride because the 
wages and salaries that are produced the Philadelphia ship yards. 
Isn't that right? 

MR. TAYLOR: That's understanding, yes. 

MR. ARTHUR NORDSTROM: Mr. Chairman and members the com- 
mittee, Assistant City Attorney for the City Los Angeles. 
might interpolate here that after listening the other statements 
this morning, some statements may seem repetitive, but believe 
keep the continuity I'll still have follow it. 

For the last years have been assigned attorney for the 
Board Harbor Commissioners the City Los Angeles. For the 
years preceding that handled condemnation cases for the City 
Los Angeles involving the acquisition properties for many types 
public uses, including many types leasehold properties that 


were acquired for public use. 
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the last session the Legislature, A.B. 456 was passed, 
signed the Governor and became law. That Act added section 
the Revenue and Taxation Code, Section 107.1, and provides that the 


full cash value possessory interest, the interests we're talking 


about here this hearing, for assessment purposes the excess 
any the value such interest the open market over the 
present worth the rentals for the unexpired term the lease. 

Two restrictive clauses were added. The first provides that the 
section shall apply only possessory interests created prior the 
that the so-called DeLuz Homes case became final, excluding re- 
newals extensions any such leases. And the second provides 
that the section shall not apply gas oil leases other rights 
relating such substances which constitute incorporeal hereditaments 
profits prendre. 

A.B. 2981 now the agenda this subcommittee, generally 
substance similar import, with the exception that the pro- 
vision nonapplicability and gas leases omitted. 

The Council the City Los Angeles and the Harbor Department 
the City Los Angeles believe that the principles enacted the 
Legislature its last session A.B. 456 should extended 
encompass all possessory interests, other than and gas leases, 
and not restricted those possessory interests created prior 

the finality the decision the DeLuz Homes case. this 
connection, with your permission, Mr. have the 
committee with certified copies the resolution the Council 
the City Los Angeles which was adopted its meeting 

January 16, 1957, relative the impact the decision the 
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DeLuz Homes case, and ask that incorporated the record 
this hearing, with your 

(SEE EXHIBIT "B" RESOLUTION THE LOS ANGELES CITY COUNCIL, 
The resolution the City Council was adopted prior the 
duction any bills the State Legislature 1957, but prin- 
ciple upholds, supports and urges that the principle A.B. 456 
adopted unrestricted the types possessory interests which 
might applicable. 

wish interpolate again this point another request, Mr. 
Chairman. the meeting the subcommittee Newport recently, 
made short statement and requested that resolution adopted 
the California Association Port Authorities its annual meeting 
hearing Newport. Permission was granted, and advised that 
the executive secretary that association has supplied this com- 
mittee with copies that resolution. Will that sufficient, 
should again ask leave refile those resolutions? 

CHAIRMAN KLOCKSIEM: think that will sufficient; it's part 
the hearing. 

MR. NORDSTROM: might mention that the California Association 
Port Authorities composed the following public ports and 
private terminal operators the State California: The State- 
owned Port San Francisco, the City-owned Ports Oakland, 
Stockton, Los Angeles, Long Beach and San Diego, and private ter- 
minal operators Encinal Terminal, Par-Richmond Terminal, Power 
Terminal, that's the San Francisco Bay area, and Port San Luis 


out San Luis Obispo. 
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The people the State California their wisdom have pro- 
vided the State Constitution, Article XIII, Section that 
property belonging the State any county, city and county 
municipal government corporation, together with certain other 
named governmental agencies other sections the Constitution, 
shall exempt from taxation. And will proceed upon the premise 
the rest this statement that long that provision 
part our Constitution, just and equitable. 

Many publicly-owned enterprises, such harbors, airports, 
agricultural districts, park and recreation agencies and others 
the State are some extent, and many them the Port Los 
Angeles is, entirely self-supporting that they derive revenues 
from the use the properties under their control others. the 
extent that such use revenues are available, those publicly-owned 
enterprises are not burden the general taxpaying public, though 
they all perform valuable and necessary public services. The Harbor 
Department the City Los Angeles one that operates the Harbor 
District which mainly consists operating the Port Los Angeles. 
doing, has hundreds outstanding leases, permits and 
licenses from which essential revenues are derived and devoted ex- 
and entirely the operation, maintenance and betterment 
Los Angeles Harbor. The City Los Angeles and the Harbor De- 
partment are desirous preventing any unnecessary and unreasonable 
impairment these revenues which are necessary keep the Harbor 
Department and even the Airport Department and other revenue-pro- 
ducing departments the City Los Angeles the largest measure 


possible self-supporting from their own revenues. 
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believed that adherence the formula for assessing 


leaseholds private ownership tax-exempt lands the City 
Los Angeles well other cities, promulgated the Supreme 
Court the DeLuz Homes case, will result direct taxation 
part the interest the City Los Angeles its constitu- 
tionally tax-exempt lands. Payment such increased taxes 
possessory interests such lands will immediately paid the 
lessees, but will ultimately become burden upon the finances 

the departments the City Los Angeles which make such leases. 
And would like explain, can, the basis for this statement 
and conclusion. 

When publicly-owned, tax-exempt lands are leased private 
persons, property rights are created such lessees which are not 
publicly-owned and which have, therefore, since early date, been 
declared subject taxation. Possessory interest taxes are 
those taxes which are levied against the interests.of private lessees 
such tax-exempt property. have can: 
have quarrel with the principle that whatever privately-owned 
and whatever exclusive interest lessee publicly-owned, 
tax-exempt property subject taxation. one time our Supreme 
Court held that such leases were not taxable the principle that 
they were not property but merely contracts. few years later, 
however, our Supreme Court decided that such privately-held leases 
were property and were subject taxation. Two cases involving 
the San Pedro Railroad Company Los Angeles 1914 and 1919. 


(San Pedro R.R. Co. Los Angeles (1914) 167 Cal. 425; San Pedro 
R.R. Co. Los Angeles (1919) 180 Cal. 18.) For many years the 
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method placing value for assessment purposes these leasehold 
possessory interests was left uncertain, legislatively and judicially, 


but the method was finally crystalized two cases involving tenants 


Los Angeles Harbor. (Blinm Lumber Company County Los Angeles 


(1932) 216 Cal. 474; and Hammond Lumber Co. County Los Angeles 
(1930) 104 Cal. App. 235.) method, that the method then 


succinctly that the assessed valuation leasehold 
interest tax-exempt, publicly-owned properties predicated 
upon the bonus value equity the tenant his lease. This 
bonus value equity the value the open market the use 
the leased property for the term the lease which excess 
the present worth the unpaid future rentals. Our Supreme Court 
the Blinn case, effect, said that tenant wishes sell 
his lease the open market, all that can expect purchaser 
pay him for that lease the value his equity the lease bonus 
value; that all other payments, such future rentals, are 
made the landlord, and, not reflect any value 
the tenant reason his ownership the lease. Carrying this 
proposition its conclusion, the Court, the Blinn Lumber case 
said, effect, that unfair and improper assess leasehold 
any value other than that which could directly realized the 
lessee himself from open market sale. 

Let's examine this proposition from the landlord's viewpoint, 
this case the tax-exempt public body. the case possessory 
interest tax, the landlord tax-exempt entity and the landlord's 
interest the property, whatever may be, tax-exempt. 


what that interest? It's clear that the landlord's interest 
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piece leased property consists of, first, his reversion, that 
is, his full and complete ownership the property from and after 
the termination the existing lease; and second, the right re- 
ceive stipulated rentals under that existing lease during the term 
the lease. the Appraisal Terminology and Handbook issued 
the American Institute Real Estate Appraisers (1950) Page 59, 


stated: interest the present (discounted) value 


the contract lease rents, addition the present (discounted) 


value the reversion. interest the market value the 
property, less the value the lessor's interest." 

have examined several other appraisal handbooks reputable 
authority, including standard work Mr. Babcock entitled "The 
Real Estate," and find that there divergence 
view from the foregoing among economic writers land and leasehold 
valuation. They all say that the only thing value that the lessee 
owns his equity the lease the bonus value the lease. 
These two terms are deemed synonymous. They all agree that 
the landlord's interest consists his reversion rights and his 
right lease contract receive stipulated rentals the interim. 

Our Supreme Court the Blinn and Hammond cases, plain, 
considered that both these rights held the landlord, that 
the reversion and the right receive stipulated rentals for the 
duration the existing lease, are tax-exempt and that any assess- 
ment privately-owned leasehold interest, which included con- 
Sideration the present worth the future rentals, would 
tantamount attempt tax part the landlord's 


interest. Therefore, the Court those cases held that any 
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assessment placed upon privately-owned leasehold interest 
publicly-owned, tax-exempt lands can only predicated and founded 
upon the lessee's equity bonus value the lease, since that 
value does not include the present worth future rentals due 
the landlord and does constitute the entire interest the property 


that the lessee owns capable offering for sale. 


For over years following these decisions, possessory interests 
the State California have been universally assessed bonus 
value equity basis. During that long term years, leases have 
been negotiated large numbers publicly-owned lands; tenants 
have negotiated rentals based upon this universally statewide method 
assessment possessory interests; public bodies such our 
ports, harbors, airports and forth have estimated their revenues 
and fixed their budgets and their future improvement programs 
accordance therewith. Private such possessory interests 
have over this long period years arranged their business operations 
the light tax costs based upon this method possessory interest 
assessment. County tax assessors throughout the State have used this 
have grown accustomed it, and have administratively adhered 
and followed it. The principle basing interest 
assessment for taxation purposes the bonus value equity 
private lessee lease publicly-owned, tax-exempt lands came 
considered, during that quarter century, near vested 
right such can become. 
Then November, 1955, the legal revolution came. the case 
DeLuz Homes, Inc., the Supreme Court said, effect, that the 


Blinn and probably the Hammond Lumber Company cases which had been 
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fixed law for years, were longer the law and that the present 
worth the future rental payments made the landlord are 
considered part the value the lease the tenant for 
tax assessment purposes. The Supreme Court said, effect, the 
DeLuz Homes case, that the tenant's obligation pay rentals the 
future was part his capital assets and hence taxable. has 
never been clear how obligation can called asset; 
how that which usually placed the liability column person's 
ledger can transferred the asset column over night. 

connection with this, have attached the statement 
table entitled Computation the Assessed Valuation 
Possessory Interest Parcel Land Before and After the DeLuz 
Case for the Purpose Comparing the Two 

(SEE EXHIBIT 

This for illustration purposes only, and does not purport 
definite example existing case. The values are assumed 
and percentage are assumed; but the method and the 
result before and after far assessed valuation con- 
cerned are, understand it, substantially accordance with the 
methods used our county tax assessor. 

Last year for the first time many county tax assessors included 
those future rentals the value possessory interests for the 
purpose arriving their assessed valuation, and the lessees 
paid the increased taxes based thereon some them under protest. 
our view, the DeLuz Homes decision did two things: decreed 
first that portion the interest tax-exempt public agencies 


their tax-exempt properties shall contrary the 
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Constitution. And second, that the private tenant must pay such 


additional taxes unless there private agreement between the 


landlord and tenant the contrary. The DeLuz Homes decision, 
therefore, partially, our view, circumvents the positive pro- 
visions our State Constitution, that all property the State 
and the other governmental agencies named the Constitution 
shall tax-exempt and places the added burden paying such in- 
creased taxation tax-exempt property upon the governmental agency's 
tenant. Both these results are inequitable and unjust. 
Eventually, the tax-exempt public agencies, instead their 
tenants, are going pay these added taxes portion their 
tax-exempt property, and this how going happen: each 
lease public property comes for renewal, new leases are 
negotiated, the tenants prospective tenants will have say that 
they are unwilling financially unable pay premium for being 
public property, and public agencies will forced reduce 
the rents which could otherwise obtained for the use public 
properties order offset this tax penalty tenants public 
property. Tenants cannot expected attracted any other 
manner long this tax penalty exists. This not.a prediction, 
economic fact. has happened with reference the nego- 
tiation leases the Harbor Department the City Los Angeles 
Since November, 1955. 


might interpolate again, the only exceptions .are those that 


are indicated the testimony this morning where, reason the 


situation tenant, may forced accept exhorbitant 


rent rent that includes this tax penalty rather than have 
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move off the property that occupying from lease from public 
Generally speaking, there property available for lease 
public body such -that there not monopoly waterfront 
and, some extent, that situation exists Los Angeles Harbor be- 
cause all our property not leased every square foot it. 
There available property. those instances, order attract 
tenants, the Harbor Department, the airports and forth will have 
reduce the rentals that they would otherwise able collect, 
and therefore reduce the ultimate income that department lower than 
that which they would able obtain the tenant did not have 
pay tax penalty, that tax part his landlord's estate, 
you please. 

Even someone should dispute the statement that the taxation 
future rentals, the DeLuz Homes formula permitted 
continue, direct tax the tax-exempt public the con- 
clusion inescapable that will result indirect tax eventu- 
ally for the reason that future rentals will generally have 
reduced attract tenants public property and the extent 
any such reduction, the public property and will paying the 
tax. 

our view that our harbors and our airports and our other 
public agencies who derive financial sustenance from leasing parts 
the properties under their control private persons are 
concern and interest, and that will weaken the position 
such agencies attracting industries the State and pro- 
viding for transportation commerce through our harbors and air- 


ports, competition with other Pacific Coast and Atlantic and 
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Gulf ports and airports, this possessory interest tax revolution 
not corrected return the former regime which operated 
equitably and justly for quarter century more. 

Now neither the public landlords nor the private tenants 


publicly-owned, tax-exempt lands are asking for exemption from 


taxation. call these bills exemption bills misnomer. Neither 
A.B. 456 nor A.B. 2981 any their forms are tax exemption bills. 
They are bills merely define what the interest that private 


lessee has tenant public tax-exempt are 


bills which segregate the rights the landlord, which are tax- 
exempt, and the rights the lessee, which are taxable; and that 
extent they are bills which will benefit both the public 
landowner, the public agencies that are leasing and the private 
tenants those agencies, they are modified apply 
all possessory interests, exclusive oil and gas leases which 
are problem their own gender, rather than only those leases 
which were created prior the DeLuz 

urged that this subcommittee report upon this subject 
and recommend that appropriate legislation enacted broaden the 
scope A.B. 456 (Section 107.1 the Revenue and Taxation Code) 
that that section will apply all possessory interests, except- 
ing oil, gas and mineral leases. 

That concludes prepared statement, Mr. Chairman. 

CHAIRMAN KLOCKSIEM: Are there any questions from members 
the committee? 

ASSEMBLYMAN REES: What's the process, Mr. Nordstrom, which 


you lease harbor land private concern? Let's say wanted 
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rent some area for factory, and would the Harbor Commission 
Los Angeles Harbor; how would the value the land arrived 
and the price? you use going market price what? 
MR, NORDSTROM: have, Mr. Rees, real estate division 


the Harbor Department, the head which very qualified land 


appraiser. investigates the value the lands that are desired 


leased, comes conclusion their market value, and 
then, using capitalization method such percent, determines 
how much per annum should realized from the use those lands. 


course, also studies the purposes for which the particular 


tenant desires lease the land, some those purposes are very 


necessary fully developed harbor and yet may not such can 
earn return the full fee value. So, some instances, 
there may adjustment attract certain types tenants 
keep well-rounded harbor. There consideration made after 
determining the full fee value the property for all purposes in- 
cluding highest and best the particular restricted uses that 
particular tenant may desire capable using. Then what- 
ever that figure is, the fee value capitalized the current 
commercial rate, and annual rental figure arrived at, the 
current commercial rate does not the instance tenant private 
properties adjacent include the payment the tenant any taxes. 
But our situation the Los Angeles Harbor Department does contem- 
plate the payment considerable taxes the tenant his pos- 


sessory interest. The current earning rate of, say percent, has 


reduced its application harbor problems whereas 


not reduced application commercial property, take care 
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the added burden upon our tenant that the tenants outside not 
have. 

ASSEMBLYMAN REES: the budget the Harbor Department 
directly dependent upon the revenues? 

MR. NORDSTROM: The Harbor Department the City Los Angeles 
branch the City Government. All the revenues 
the lands under the control the Harbor Department are placed 
separate fund called the Harbor Revenue Fund. Under the charter 
the City Los Angeles and even under the State grant the tide 
and submerged lands the City Los Angeles administered the 
Harbor Department, those revenues may only used for purposes 
connection with and furthering commerce, navigation and fishery. 
all revenues derived from lands under the control the 
Harbor Department have been and are now being used only for those 
purposes. They are plowed back into the Harbor Department only; not 
one dollar goes into the general fund the city, any other pur- 
pose. There provision the charter the City Los Angeles 
our form City Government for support the Harbor Department 
out any general tax funds that the Harbor Department entirely 
and solely dependent upon these revenues which are being impaired 
the DeLuz case and will continue more impaired new leases 
and renewals old leases are made the extent, possibly, 
$250,000 year. 

ASSEMBLYMAN ALLEN: this particular time, the Harbor Depart- 
ment independent department and not council controlled. 
The only time that get control have anything your 


long-term leases where your board accepts and review, 
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conflict interest. used president the Referred Powers 
over there when somebody had stock one the companies, they'd 
refer lease our Board Referred Powers. might interesting 
this committee know that all intents and purposes, 
business organization solely independent the City Council; they 
pay off the interest and rates any harbor bonds that they have. 
other words, it's solely self-sustaining part the City 
Government. 

MR. NORDSTROM: That's correct. think it's very good state- 
ment the situation, Mr. Allen. 


ASSEMBLYMAN REES: Well, then, comes down the basic situa- 


tion that it's fight primarily between the city and the county, the 
county realize more tax revenue, and the city protesting 
what eventually becomes direct tax what considered tax-exempt 
property. 

MR. NORDSTROM: the way look it, Mr. Rees. 
damage the injury concentrated few departments the city 
reason the DeLuz case. It's concentrated on.those departments 
that make leases which the airport, the harbor and lesser ex- 
tent the playground and recreation and one two other departments. 
The impact the DeLuz case centered those departments; and, 
being centered there, the effect much greater than you trans- 
ferred the revenues that they're going lose over the general 
tax rolls where amounts fraction fraction one percent. 

CHAIRMAN KLOCKSIEM: Mr. Nordstrom, you are urging that this com- 
mittee recommend that appropriate legislation enacted broaden 


the present scope A.B. 456 that will apply all possessory 
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interests, and forth. Now, two questions: You heard Mr. Chapel 

say this morning that thought that the only remedy would through 
constitutional amendment. you think that that would necessary 
may ask you this: Could you write piece legislation which 
you think would correct this situation? I'm interested the 
correction end it. 

MR. NORDSTROM: Mr. Chairman, yes. appreciate that, and 
are sincerely interested it, too. It's little bit difficult 
answer. will have probably make some remarks about the attack 
the constitutionality heretofore made the County Counsel's office. 
not wish make any statements which will considered 
legal opinion. wish merely call the committee's attention 
certain circumstances see it. 

A.B. 456 exactly the legislation that the City Los Angeles 
thinks with the deletion the paragraph A.B. 456 which 
limits leases that were created prior the finality the 
DeLuz Homes decision. A.B. 456 with that proviso, that only 
applies leases existence the time the finality the 
DeLuz decision, The question that the County Counsel 
Los Angeles has raised whether not constitutional; 
and, understand, his objection that the Legislature has 
right exempt real property from taxation. 

CHAIRMAN KLOCKSIEM: Then would take constitutional amend- 
ment almost to..... 

MR. NORDSTROM: No, may proceed just little bit 
I'm stating his viewpoint, understand it, very shortly; and 
may not stating correctly. That's also that this particular 
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legislation applies only portion the leases which can 
denominated possessory interest, that is, those now being and 
not those future. may improper segregation. must 
remember, and call your committee's attention this, that neither 
A.B. 456 nor A.B. 2981 are exemption bills, that the limitation 
the State Constitution seems with reference the power the 
Legislature that they cannot exempt real property from taxation. But 
this not exemption bill. The Constitution does say that the 
Legislature has the right fix the method valuating assessing 
real property, and that all this bill does. fixes method 
arriving assessed valuation. does not exempt any property. 
Then the bill, also, the safe side, presume, because 
didn't draft the bill with the personal property feature have 
anything with that; but presume that the declaration that 
possessory interests are personal property was play the safe side 
and classify these possessory interests because the State Legisla- 
ture under the Constitution does have the right actually exempt 
entirely any personal property. Now when consider that possessory 
interests such leases under the common law were called "chattels 
real" which meant personal property interest growing out use 
real property, there's nothing unreasonable, would say, the 
Legislature saying again that such interests are personal property. 
either score, first that this not exemption bill; and, 
secondly, that, exemption bill, only exempts personal 
property which the Legislature has the right under the Consti- 
tution, don't see too much wrong with the bill. 

ASSEMBLYMAN ALLEN: change your attention from the Thomas 
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bill A.B. 2981, measure that establishes the formula and the 


MR. NORDSTROM: Mr. Allen, 2981 and 456 are essentially the same. 
They both apply only leases existence the time the DeLuz 
decision The only major difference was the fact that A.B. 456, 
which now law, does not apply and gas leases, and there's 
mention 2981 that. 

ASSEMBLYMAN ALLEN: knew there was some difference, 

MR. NORDSTROM: Yes, there som 


CHAIRMAN KLOCKSIEM: Now over the years past this has never come 
until this case, 

MR. NORDSTROM: came the Hammond and Blinn cases and 
was settled properly and line with the discussion that have given 
this committee, and that wasn't considered exemption those 
interests that time, that was considered full taxation 
these possessory interests. All that the private interests are asking 
and all that the public bodies appearing before you are asking that 
the Legislature put back into status quo that can continue 
assess possessory interests, not exempt them, they have been for 
the last years prior 1955. 

CHAIRMAN KLOCKSIEM: Now, will this 2981 that? 

MR. NORDSTROM: A.B. 2981 will not that, because only 
applies portion the possessory 

ASSEMBLYMAN CRAWFORD: Mr, Chairman, A.B. 2981 was referred 
the committee that this committee could study the problem with the 
idea drafting proper remedial legislation. That's the sole purpose 
it. 
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CHAIRMAN KLOCKSIEM: think the next witness will Mr. John 
O'Hara, Todd Shipyard Corporation. 

JOHN O'HARA: attorney law, and before this 
committee representing the Todd Shipyard Corporation. Perhaps 
more logically should have followed Mr. Taylor who represented 
Bethlehem, which one the competitors Todd Shipyard Corpora- 
tion the Los Angeles Harbor 

have listened very carefully the outline the problem 
made Mr. Davis this morning, and I've listened with great interest 
Mr. Nordstrom's exposition the legal principles involved, and 
wish join their statement and feel that they have both adequately 
covered precisely what the problem and what the legal principles 
are. shall confine myself merely telling this com- 
mittee the effect the DeLuz rule it's been described these 
witnesses client who may typical some extent other 
tenants the harbor area who are lessees tax-exempt land. 

think that this DeLuz rule which, effect, directs the 
assessor not give credit for rent paid determining the value 
lessee's interest tax-exempt land, has three effects. One, 

believe that distorts and completely eliminates the rational 
basis for the assessment possessory interest tax-exempt lands. 
Secondly, has adverse effect the tax-exempt agencies who own 
this land. That's been covered certainly Mr. Nordstrom, and know 
that Mr. Caughlin here and will also cover that element it. The 
third effect is, believe, that discriminates against the tenants 
lessees tax-exempt lands. 


With respect the first item, Mr. Nordstrom outlined the problem 
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and the principles involved. think that perhaps illustration 
that which comes mind might helpful the committee. other 
words, have recognize that for years the concept this 
possessory interest tax tax-exempt land, was this: Since the owner 
the land was exempt from tax, the assessor was called upon that 
instance determine the value the lessee's interest. deter- 
mining what the value the lessee's interest was, was required 
under the Constitution and the laws determine the full cash value 
market value the lease the open market. Let's assume 
hypothetical case; and both are lessees of, let's say, the Los 
Angeles Harbor Department, and has acres which worth the same 
the property which has leased which likewise acres; 
other words, the two parcels land are identical. Let's assume 
that they both have year leases. Let's assume that the use which 
they desire put the land the same. Now has agreement 
with the tax-exempt agency pay rental only $500 year whereas 
interests their respective properties, that A's leasehold interest 
wherein paid merely $500 year would much more valuable and 
would bring much more the open market one willing assume 

the obligation that lease compared who paying, let's 
say, the full commercial rental $5,000 per year for his parcel. 

the DeLuz decision remains the law California, apparent 
that under those circumstances both and would pay the same 
possessory interest tax. other words, seems ridiculous 


say the value those two leasehold interests, the value the 
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tenant, the right use those two respective parcels land 
identical, and yet that the effect the DeLuz rule. the 
first instance, seems that, that rule were permitted 
remain the law California, would completely distort and 
destroy the rational under which possessory interest taxes have been 
assessed since the early 1850's California. 

Passing the effect this particular rule client, Todd 
Shipyard Corporation engaged business the Los Angeles Har- 
bor and occupies approximately odd acres land. are lessee 
the Los Angeles Harbor Department which owns that land. Located 
that land are substantial real improvements owned the Navy 
Department. There are also improvements that land owned Todd 
Shipyards Corporation. The company engaged the business 
ship repair. You may have read lately that the California shipyards, 
including Todd Shipyards, are actively seeking some shipbuilding 
California. have had substantial major contracts Cali- 
fornia since the end World War II. concerted attempt being 
made the present time secure shipbuilding for Los Angeles 
County Todd Shipyards plant and likewise the northern part 
the State. San Diego, might say that National Steel has been 
quite active and that problem likewise the limelight San 
Diego County. 

The total rental paid Todd Shipyards 1957 for all the 
land and all the facilities the Los Angeles plant was $398,757 
or, make simple, around $400,000. I'm talking now about both 
the land and the Navy Department improvements the land; other 


words, the company pays rental the Navy Department which, 
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know, tax-exempt owner those improvements, and also pays 
rent the City Los Angeles. think approximately $125,000 
that was paid the City Los Angeles for land rental. feel 
that those rentals which are charged for the land, for those facili- 
ties, are full commercial rentals. Our analysis establishes this, 
and think officials the Harbor Department would agree, 
but I'm certainly not speaking for them. They are the going rate 
you can establish going rate for facilities that kind. feel 
that pay the full commercial rental. addition that, 1957 
Todd was assessed possessory interest tax with relation that 
land and those facilities the amount $33,729. the rental 
credit had been granted, would have meant reduction that 
possessory interest tax approximately $30,000. analyzing that, 
then, one can see that whereas this particular tenant has paid full 
commercial rentals for all the land and all the facilities 
which uses, addition that, over and above that and beyond 
that which any other tenant commercial property would required 
pay, has been assessed possessory interest tax over 
$30,000. 

Now might point out, although it's not problem for this 
committee, that the county tax bill this company was 100 percent 
greater than was 1956. And the 1957 tax bill, 374 percent 
was represented this rental credit. other words, had 
the rental credit been granted had been over the past years, 
the tax bill would have been reduced percent. 

This company, others are San Diego and San Francisco 


although was pointed out there substantial advantage 
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there, competing for share the nationwide shipbuilding pro- 
gram. required bid lump sum, fixed price basis. That 
must include all taxes this kind. When you realize, was pointed 
out this morning Mr. Allen, that the west coast shipyards and west 
coast industry generally disadvantage labor rate-wise and 
further from the source materials, and you add those disadvan- 
tages this substantial tax disadvantage, makes very difficult 

not virtually impossible for California shipyards secure any 
fair share the available nationwide construction program. 

far what this committee can do, join with Mr. 
final statement his written presentation the committee that this 
committee should, viewing this whole situation, recommend the com- 
mittee whole and the Legislature that rule which existed 
for years prior 1955 restored and determining the value 
possessory interests that credit granted the lessee for rent 
paid and for other burdens assumed under his lease. think that 
that system worked well for all those years. Substantial rights have 
been acquired; methods doing business have been established that 
basis. It's impossible, for example, for client such mine 
just pick and walk off you might you were renting pri- 
vate office renting space somewhere. It's impossible that. 
think considering all the factors, this committee should recommend 
the Legislature legislation which would restore the rule pos- 
sessory interest tax which obtained for years prior the DeLuz 
decision 1955. 

CHAIRMAN KLOCKSIEM: you, Mr. O'Hara. Any comments from 


the committee? Thank you very 
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MR. FRANCIS O'NEILL: Gentlemen, representing the 
Southern California Boat Builders and Ship Repairers Association 
the absence Mr. Sweeney, their general counsel who court 
this afternoon. 

that everything has been very adequately covered Mr. 
Nordstrom his excellent presentation. would, however, like 
suggest the committee only two things: answer question 
Mr. Rees' whether not this was fight between the city and the 
county, think should make clear that there fight between 
governmental instrumentalities private individuals involved. The 
county assessor this county has taken the position that any proper 
law which put the books will complied with him. has 
taken the position that compelled this time value these 
interests the light the DeLuz decision because that the 
expression law, true judicial fiat, but nevertheless law 
the proper method valuation. And this committee sees fit 
Mr. Nordstrom has urged you correct the inequities which 
have resulted, believe that the county assessor this county, 
being good public official, will along and will assess 
did until last year accordance with the old established rule. 

The dispute apparently arises result, and solely re- 
sult, the opinion the County Counsel this county, who has 
expressed opinion the constitutionality the present bill, 
which now Section 107.1 the Revenue and Taxation Code. 
have not seen his opinion, but judge from what Mr. Nordstrom has 
Said that has been based primarily upon the assumption that there 


wasn't proper classification and there was basis for distinction 
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between those which were leases executed prior the DeLuz decision 
and those afterwards. That, that the basis, can very quickly 
and easily remedied merely striking the qualifying phrase. say 
that the basis, there may another basis for the opinion. 
don't feel that would proper for attempt foresee what 


the mind the County Counsel this county any other 
legislative judicial officer. 

The second point that think entitled answer the 
chairman's suggestion that perhaps was necessary have consti- 


tutional amendment clarify this matter. opinion, having 


= 


been interested primarily this field for over years and having 


been counsel, incidentally, the DeLuz case, that that not 
necessary, because Section Article the California Consti- 
tution expressly provides that the property cities, counties, 
states and other governmental instrumentalities within its borders 
exempt from taxation. think has been demonstrated you 
here today that, effect not actuality, because 
the form the assessment, that the property the City 
Los Angeles Harbor Department which part, and many cases 
whole part, being assessed and being taxed violation the con- 
stitutional provision. suggest that properly defined piece 
legislation that would clarify that all that necessary. Thank 
you, 

MR. BERNARD CAUGHLIN: General Manager the Harbor 
Department the City Los Angeles and have been Acting General 
Manager and General Manager since January, 1952. have prepared 


statement that have filed with the secretary will somewhat 
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repeated because other witnesses have covered some the same points, 
However, would like with it. 

November, 1955, the case DeLuz Homes, Inc. County 
San Diego, the Supreme Court the State California overruled its 
previous decision Blinn Lumber Company County Los Angeles 
and established new and different method for arriving the full 
cash value the leasehold interest tax-exempt real property for 
the purpose determining the assessed valuation such leasehold 
interest for taxation purposes under the Revenue and Taxation Code 
this State. 

the last session the California Legislature, because 
the inequities that such change the method valuing leaseholds 
for taxation purposes created, A.B. 456 was adopted the Legislature, 
Signed His Excellency, the Governor, and has now become law. This 
act now Section 107.1 the Revenue and Taxation origin- 
ally introduced, A.B. 456 would have restored the formula for the 
valuation such leaseholds for taxation purposes that which was 
approved the Blinn Lumber Company case and the case Hammond 
Lumber Company County Los Angeles, 104 Cal. App. 235. However, 
amendment before passage, A.B. 456 was changed that the former 
formula for arriving the value leasehold interest for taxa- 
tion purposes, approved the Blinn and Hammond cases, was only ree 
stored those leases and other possessory interests 
exempt lands which were created prior the date which the 
decision the DeLuz Homes, Inc. County San Diego case be- 
came final. 


Because the prospective impact upon the finances the 
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Harbor Department the City Los Angeles and those other 
publicly~owned ports and airports the State California, 
now urged that this subcommittee recommend further legislation 
the State Legislature make the principles A.B. 456 applicable 
all -leases and other possessory interests tax-exempt lands 
the State California, instead only applicable those leases 
and possessory interests created prior the date the DeLuz Homes 
decision became final. 

2981, which now the agenda your subcommittee, 
substantially identical with A.B. 456 finally adopted and placed 
into law except that A.B. 456 contained additional paragraph that 
did not apply and gas leases and other interests relating 
o11 and gas. 

When real property held the ownership governmental 
agency, such the State, the Federal Government, county, munici- 
pality, public district some kind, such real property exempt 
from taxation. When, however, such governmental agency, way 
lease other contract instrument, creates interest such pro- 
perty which held nongovernmental agency, that is, private 
person corporation, then that interest such real property which 
thus passed into private ownership taxable and tax levied 
upon the assessed valuation thereof. Under the Blinn, Hammond and 
DeLuz Homes cases, all such possessory interests tax-exempt real 
property are valued for assessment purposes determining their full 
cash value, more commonly called their market value. other words, 
possessory interests lands California 


have been taxed since early date California history. not 
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now question the principle that such possessory interests are taxable, 
and not our desire intimate any way that such interests 
should exempt from taxation. A.B. 456 and A.B. 2981 not in- 
volve any thought tax exemption, These bills merely seek de- 
fine, insofar the item the present value the future unpaid 
rentals concerned, what the possessory interest which 
valued, assessed and taxed. Under the Blinn and Hammond cases, the 
interest the equity the holder the the bonus value 
the lease. Under the DeLuz Homes case, decided 1955, that 
interest the value the lease, what the equity 
the lessee what the bonus value the lease may be. all 
instances, the equity lessee the bonus value his lease 
has lesser value than that which would derived for the lease 
under the DeLuz Homes decision. 

The Harbor Department the City Los Angeles, under the 
charter the City Los Angeles, operates the Port Los Angeles 
and all the lands the harbor district. The harbor district 
encompasses all the tide and submerged lands lying within the 
government breakwater, which were granted the City Los Angeles 
the State California 1911, together with certain uplands 
acquired used connection with and render such tide and sub- 
merged lands more usable for commerce, navigation, fishery and harbor 
use. 

Los Angeles Harbor now occupies area over 7,000 acres, 
which about 2,100 acres land, and the balance being water areas, 
All the revenues from every source derived from the use such 


lands, under the charter the City Los Angeles, are deposited 
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single fund, the Harbor Revenue Fund, which may used only 
for purposes incident commerce, navigation and fishery, including 
harbor purposes. There provision the City Government for 
assisting the operation, development maintenance the harbor 
Harbor Department any tax levy. That also applies the State, 
get funds from the State. start Los Angeles Harbor 
major port, the citizens the City Los Angeles voted $29,900,000 
worth general obligation bonds. Except for such bonds, the Port 
Los Angeles and the Harbor District have been solely improved, 
maintained and developed from revenues derived from the use the 
lands and facilities constructed thereon the City that district, 

Under the provisions the State grant and the charter the 
City Los Angeles, the Harbor Department may lease lands the 
harbor district for periods not exceeding years, and the fiscal 
year 1955-1956 the Harbor Department derived income $1,588,000 
from land and improvement rentals, pipe line rights way, and cer- 
tain other types possessory interests. order keep pace 
with the needs commerce, navigation and fishery the Los Angeles 
metropolitan area and keep the port improvements proper state 
improvement and condition, the Harbor Department will need all 
its available revenue for more years the future, without 
diminution impairment, for such purposes. the history 
the ports California, including that the City Los Angeles, 
that struggle maintain and properly develop such ports 
solely out revenue, 

There are appended this statement two sheets entitled 


"Possessory Interest Valuation and Tax Levies Los Angeles City," 


-78- 


7 
a 
is 
Weer 
4 
= 
ae 
Brig 


' 


the first for the year 1955-1956 and the second for the year 1956- 
1957. 

(SEE EXHIBIT 

The figures shown these exhibits were obtained from the Los 
Angeles City Controller's office. They show that 1955-1956 the 
total tax levy possessory interests the City Los Angeles 
was $697,228.98. This was levy that was based upon the assessed 
valuations determined under the formula used for over years 
the Los Angeles County Assessor's office prior the impact the 
DeLuz decision November, 1955. 1956-57 the total tax levy 
possessory interests the City Los Angeles was 
increase between the two years $402,582.86. The tax levy 
1956-57 was predicated upon assessed valuation derived from the 
application the new formula determined the Supreme Court 
the DeLuz Homes decision. 

believed that most the increase $400,000 the two 
years was occasioned the the new formula. that increase 
$400,000 estimate, and pure estimate, that over 
fell upon tenants the Los Angeles Harbor Department and that 
another $112,000 fell upon tenants the City Los Angeles 
other areas municipal activities, principal which would 
the Los Angeles International Airport. 

other words, between the two years, 1955 and 1956, tax 
levies have cost the tenants the Los Angeles Harbor Department 
owning taxable possessory interests estimated amount more than 
$250,000 increased taxes, which is, course, increased cost 


doing business upon Los Angeles Harbor Department property. 
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result this increased cost doing business Harbor 
Department property, one action rescind lease has been filed, 
another very large tenant has served notice that reserves the 
right rescind its lease, and renewals leases which have ex- 
pired since 1955 and new leases have had negotiated upon 
rental basis which was reduced reason the added impact the 
decision the increased possessory interest taxes following the 
DeLuz Homes decision. Eventually this increased taxation quarter 
million dollars that one year and probably 
rise, larger figure the future years, will have absorbed 
the Harbor Department the negotiation rentals for leases 
others its lands and improvements figures less than would 
able negotiate the DeLuz Homes decision had not been made, un- 
less the State Legislature, appropriate legislation, provides 
remedy for the situation. A.B. 456, now Section 107.1 the Revenue 
and Taxation Code, does not provide such remedy because 
limited its application those leases and possessory interests 
which were created prior the effective date the DeLuz Homes 
decision and because, its language, does not apply renewals 
extensions existing leases new leases. 

The ultimate result under the DeLuz Homes decision formula will 
that tax-exempt public agencies will eventually pay these increased 
possessory interest taxes their tenants having accept the 
future, for new leases and renewals extensions existing leases, 
lesser rentals than they would otherwise able obtain therefor. 

The philosophy the State Constitution, view it, that 


governmentally-owned lands are tax-exempt permit the 
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efficient use and development such lands the least cost and 
subsidy thereof the taxpayers the State, and also probably 

see that the revenues one governmental agency which are needed for 
its own operation, are not diverted the form taxes the support 
and operation unrelated governmental agencies. can seen that 
the ultimate loss quarter million dollars more per year 
possible prospective rentals the Los Angeles Harbor Department 
will amount over percent its entire revenue from land and 
rental facilities based its 1955-56 revenue figures. 

concept the State Constitution philosophy that 
was not intended, and should not the policy the Government 
create situation where the revenues one governmental agency 
would diverted the form indirect taxation the support 
all other various governmental functions whieh receive portion 
the total taxes collected from real property. 

information that possessory interests the entire 
County Los Angeles 1955 were assessed total $18,898,300; 
and after the Homes decision were assessed 1956 total 
$31,236,230 difference $12,337,930 which difference produced, 
roughly, increased tax levy $875,000. This total difference 
between these two years was not solely due the changed formula 
assessment set forth the DeLuz Homes decision, but portion 
was due increased number taxable possessory interests 
the County Los Angeles between the two years. Since 1956 
the total assessed valuation the County Los Angeles was the sum 
$8,405,734,925, can seen that the increased assessed value 
$12,337,930, due part the new and changed formula for the 
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assessment such interests, was but drop the bucket and less 
than hundredths percent, especially compared with 
potential percent plus eventual loss rental revenue the 

Los Angeles Harbor Department the DeLuz Homes formula permitted 

believe that the other harbors the State California which 
are publicly owned and operated, such the Port San Diego, the 
Port Long Beach, the Port Stockton, the Port Oakland, and the 
State-owned Port San Francisco, are varying similarly 
affected. Also, municipal and publicly-owned airports are similarly 
affected. 

Again wish reiterate that seems unfair and unjust 
seriously affect these and similar governmental operations the 
future affecting such large proportion their potential 
revenues merely achieve increase the general tax levies 
the counties the State California when such increases will, 
the whole, relatively negligible when compared with the total 
county tax levies. 

sincerely urge that your committee render report and recom- 
mend the State Legislature that the existing legislation, wit, 
A.B. 456, Section 107.1 the Revenue and Taxation Code, changed 
that its application will not limited possessory interests 
created prior the date the decision the DeLuz Homes case be- 
came final, but will instead apply generally all possessory 
interests, with the exception gas and leases. This can 
accomplished deleting amendment, the fourth paragraph said 


Section 107.1, the Revenue and Taxation Code. 
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thank you very much behalf the Harbor Department the 
City Los Angeles and myself, Mr. Chairman and members this sub- 
committee, for the opportunity afforded appear before you and 
express the views the Los Angeles Harbor Department and the Board 
Harbor Commissioners thereof, who over the past years have pro- 
vided and will the future continue provide the best and most 
efficient port and harbor facilities and operation the public in- 
terests commerce, navigation and fishery, which its revenues have 
permitted and the future will permit. 

CHAIRMAN KLOCKSIEM: Any questions from the committee? Thank 
you very much. there anyone else present who desires heard 
this bill? not, will conclude the hearing A.B. 2981. 

We'll now take A.B. 1533. bill authored Mr. 
Chapel. understood that there would someone here representing 
George McLain. his attorney present anyone represent him? 

We'll A.B. 2203. Mr. Crawford the author this 

ASSEMBLYMAN CRAWFORD: contacted the person who originally re- 
quested this idea drafted, and was unwilling appear 
testify; and due his reluctance testify, move that this bill 
tabled. 

ASSEMBLYMAN ALLEN: second. 

CHAIRMAN KLOCKSIEM: has been moved and seconded the 
author this bill that the bill tabled. there are ob- 
jections, that will the order the chair. 

that event, we'll adjourn. Thank you very much. 
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EXHIBIT "A" 


CITY LAKEWOOD 
5044 Faculty Avenue, Lakewood, California 
MEtcalf 6-3422 
NEvada 6-9187 
January 1958 


Sub-Committee Property Taxation 

Assembly Interim Committee Revenue Taxation 
Room 3138 

State Capitol 

Sacramento 14, California 


Assembly Bill 2716 


Gentlemen: 


name John Todd, Attorney Law, 4141 Norse Way, Long Beach 
California. the City Attorney for the City Lakewood. this 
time appear before your committee interested witness 
2716 and the City Council the City Lakewood. 


2716 was introduced Assemblyman Grant the request this of- 
fice and the City Council the City Lakewood. The bill intro- 
duced was amended March 25, 1957, during the regular session and 
referred the Committee Revenue and Taxation. Following the com- 
mittee hearing the bill was further amended into its present form 
May 31, 1957, during the regular session and sent inter-committee 
historical background for the proposed legislation 
follows: 


Sections and 2910.7 the Revenue and Taxation Code were added 
Chapter 1457 page 2662 the 1955 regular session. This was 
Assembly Bill No. 364, introduced Mr. Grant our request. 


The City Council the City Lakewood was particularly interested 

the introduction the legislation adding the aforementioned pro- 
visions the Revenue and Taxation Code for the reason that most 
the homes located within the City Lakewood were constructed after 
1950 lending institutions under mortgages with G.I. and F.H.A. 
guarantees. These mortgage trust deeds contained clause whereby 
the lending institution empowered exact from the mortgagee, 
trustor property owner, impound deposit for payment taxes 
the property covered the mortgage trust deed. addition the 
mortgage trust deed contains clause giving the lending institution 
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power receive the tax bill the mortgagee, trustor property 
owner for the purpose paying said taxes. Therefore, because the 
high incidence homes financed under and loans within 
the City Lakewood, the administrative staff the City Lakewood 
would receive frequent inquiries from taxpayers regarding the amount 
their property taxes. Since the taxpayer however, did not receive 
his tax bill, consequently had knowledge the level assess- 
ment his property the amount taxes was paying, the 
tax rate the county, districts and special assessment districts 
within his area, 


The City Council felt that the taxpayer and the citizens should 
all times informed the amount property assessment and the 
total tax rate, well the various rates for the various assess- 
ment districts within which the taxpayer was located. The Council 
therefore through the services Assemblyman Grant introduced Assembly 
Bill 364 which its original form passed the Assembly made 
mandatory upon the person other than the assessee who received the tax 
bill and paid the taxes behalf the assessee, render exact 
copy the tax bill the tax bill itself the assessee within 
thirty days after receipt the tax bill showing payment made full 
said person other than the the Senate however, this 
bill was amended deleting therefrom the mandatory provision 
whereby the tax bills automatically would have gone the taxpayer and 
lieu thereof there was inserted provision that the person who paid 
the taxes and received the tax bill must deposit the mail the tax 
bill copy thereof within thirty days after the taxes have been 
paid and the assessee has requested the tax bill writing. 


During the period 1955-1957 the City Administrative staff the 
City Lakewood ascertained that the provisions for delivery the 
tax bill upon written request was not effective great many cases 
since most property owners were not aware this provision. Please 
see the letter dated April 24, 1957, addressed the Assembly Com- 
mittee Revenue and Taxation Henry Goerlick, City Adminis- 
trator the City Lakewood, filed herewith Exhibit "A". Also 
this point, please see the letter April 24, 1957, from Carl 
Ellis, Director Finance the City Lakewood the Assembly 
Committee Revenue and Taxation filed herewith Exhibit "B". 


For the aforementioned reason the City Council authorized through 
our Assemblyman William Grant, amend Section 2615.5 and 2910.7 
the Revenue and Taxation Code, make the delivery said tax 
bill one other than the assessee mandatory. 2716 introduced 
the 1957 Legislature, imposed the mandatory provision originally 
imposed 364, and was contained 364 when passed the 
Legislature 1955. However, because opposition this bill 
its form, primarily from lending institutions, the bill was amended 
March 25, 1957, provide for delivery the tax bill the 
assessee upon either his written request when the lending insti- 
tution should demand additional funds from the assessee for increased 
taxes over the previous fiscal year, The bill was this form when 
was presented the Committee Revenue and Taxation during the 
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1957 Legislature. the time the committee hearing Assemblyman 
Dahl suggested amendment the bill its present form, 
bill was then amended and referred study aforementioned, 


The bill its form seeks solve the original problem but 
different and more direct approach. The bill now proposed re- 
quires the tax collector deposit duplicate copy the tax bill 
the United States Mail addressed the assessee when the tax col- 
lector delivers tax bills persons other than the ad- 
vance that this proposed legislation consideration and 
adoption for the following reasons: 

(1) preparing tax bill the tax assessor and collector makes 
many copies for the use his office and for other reasons. Without 
any additional cost expense the tax collector, the tax collector 
making the copies the tax bill could make extra copy for de- 
livery the assessee those cases where the bill not rendered 
directly the 


(2) course recognized that the tax collector would incur 

additional expense mailing the extra copy the tax bill 
the However, the same time, should recognized 
the tax collector and assessor that his duty law supply the 
assessee his nominee with the tax bill. Ordinarily therefore, 
the assessee had not directed otherwise, the tax collector and 
assessor would have had the duty and responsibility along with the 
cost thereof rendering each the tax bills the Be- 
the lending institutions have been collecting the taxes and 
paying the taxes for the assessee, the tax assessor and collector has 
actually received bonanza which otherwise would not have been 
entitled since the tax assessor and collector may deliver the 
bills bulk the lending institution and usually will receive 
very prompt payment both installments prior the delinquent 

date the first installment. 


(3) Having well informed taxpayers and well informed electorate 

the responsibility all public officials whether they State, 
County Municipal. Obviously, our taxpayers and electorate will 

better informed they are aware the assessments their 
property well the tax rates for the various public agencies 
serving them. Therefore, even though the mailing duplicate tax 
bills the assessee might impose additional burden the office 
tax collector, this still worthwhile and necessary govern- 
mental function and expense. 


(4) Such legislation will provide the assessee with immediate notice 
the amount taxes will charged for. Under existing legis- 
lation not only must the assessee aware the law that can 
request the tax bill writing, but must take the time and trouble 
(which few taxpayers will do) write for his tax bill and then must 
wait until the tax bill has been paid full. Conceivably errors 
tax bill might ascertained the assessee which could recti- 
fied before payment the lending institution. Again the assessee 
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would have immediate notice what his taxes are and what will 
charged for the same that may better prepared take 


(5) Lastly, mentioned previously, all have responsibility 

see that the taxpayers and electorate well making 

the delivery the tax bill mandatory through the office the 

County Tax Assessor and Collector, will assured that the pro- 

perty owner will receive his tax bill and must assume and hope 

that will read and attempt understand it. doing the 

taxpayer will informed the actual assessment his 
comparing this assessment with the assessment for previous years 
well the assessment other properties the same locality, 
will better advised any intelligent decision respect 
protesting the assessment his property following years accord- 
ance with the provisions law. addition, studying the tax bill 
respect the rate taxes the various governmental agencies 
the taxpayer will better informed what decision should take 
citizen and taxpayer respect the sound and efficient admin- 

istration his government. 


Sincerely, 
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CITY LAKEWOOD 


5044 Faeulty Avenue Lakewood, California 
April 24, 1957 


Revenue and Taxation Committee 
State California Assembly 
State Capitol 

Sacramento, California 


Gentlemen: Re: Assembly Bill 2716 


the Administrator for the City Lakewood deeply 
concerned about the many phone calls the City receives from property 
owners regarding their property tax bills. Nearly all the homes 
located within the City Lakewood are financed lending insti- 
tutions under G.I. and F.H.A. Mortgages, whereby these lending in- 
stitutions collect from the mortgagee, trustor property owner 
impound deposit for the payment taxes the property covered 
the mortgage trust deed. most cases, unless requested 
writing the mortgagee, trustor property owner, the property 
tax bill retained the lending institution and the person pay- 
ing the tax never sees the tax bill. Most taxpayers are not aware 
the provisions Section 2910.7 the Revenue and Taxation Code 
theState California that requires persons paying the tax for 
another forward the original copy the tax bill the 
taxpayer within days receipt written request from the 
taxpayer. Under this practice the person paying the tax does not 
know the assessed value his property, nor does know how much 
tax was actually levied against his property. 


result the foregoing, when the taxpayer receives 
notice from the lending institution advising him that his monthly 
payment being increased and requesting additional amount 
pay the current tax bill completely uninformed the 
basis for this request. 


believe that public that enlightened and informed 
the basis for the taxes pays will valuable asset any 
city, and therefore urge passage Assembly Bill 2716 requiring 
persons who pay property tax bills for another person persons, 
mail the paid tax bill copy thereof the taxpayer within 
days from the date payment the taxes. 


Respectfully yours, 
Henry Goerlick 


Henry Goerlick 
City Administrator 
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CITY LAKEWOOD 
5044 Faculty Avenue Lakewood, California 


April 24, 1957 


Revenue and Taxation Committee 
State California Assembly 
State Capitol 

Sacramento, California 


Gentlemen: 
Re: Assembly Bill 2716 


The Finance Department this City receives numerous phone 
calls from home owners regarding their property tax bills. 


Most these calls are the result requests from lending 
agencies for lump-sum payments and increased monthly payments 
cover deficiencies the property owners property tax impounds 
accounts. 


addition, this Department receives many calls demanding 


explanations why the City taxes have increased, hard 


many these taxpayers that the increase not the 
result increases taxes over which the City has any control, 
but generally the result the general appreciation the 
assessed value his property combined with increases the 
rates several other jurisdictions. 


Also, receive inquiries from taxpayers requesting general 
information about their taxes, such the amount they pay for 
county taxes, school district taxes, city taxes, etc. 


feel that the passage Assembly Bill 2716 will eliminate 
all these inquiries and addition, would inform all other 
taxpayers the assessed value their property and the 
amount they pay for various 


Respectfully yours, 
/s/ Ellis 


Carl Ellis 
Director Finance 
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EXHIBIT "B" 


RESOLUTION 


WHEREAS, there are substantial areas land the City 
Los Angeles owned the City Los Angeles, and under the con- 
trol the Council the City Los Angeles and the several 
departments the City Los Angeles, which are exempt thereby 
from City and County real property taxes; and 

WHEREAS, much said municipally owned land occupied 
and used private persons corporations under leases, permits 
and licenses and the City Los Angeles receives compensation 
for such use and occupancy certain rentals and other compensation; 
and 

WHEREAS, prior 1955 was the uniform and universal 
rule and practice the various County assessors the State 
California that the privately held possessory interest each such 
lessee, permittee and licensee was assessed for taxation purposes 
upon the value the equity each such lessee, permittee and 
licensee, which equity was arrived at, among other things, 
making allowance for the present worth the future unpaid 
rentals; and 

WHEREAS, this method fixing the value such privately 
held possessory interests for taxation purposes was expressly 
promulgated the Supreme Court the State California more 


than years ago, and was consistently adhered said Court 
until 1955; and 
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WHEREAS, 1955 the Supreme Court the State 


California case commonly known the DeLuz Homes case (45 Cal, 


546) reversed its former decisions, and held that was improper 
make allowance the present value future unpaid rentals 
arriving the valuation the privately owned possessory 
interests for taxation purposes, and 


WHEREAS, the City Los Angeles and its several depart- 


ments and the various private persons and corporations who hold 
leases, permits and licenses from the City Los Angeles and its 
several departments knew this generally accepted uniform rule 
and practice making allowance for the present worth future 
unpaid rentals the assessment such possessory interests, when 
such leases, permits and licenses were made; and 

WHEREAS, under some the said leases, permits licenses 
the City Los Angeles has agreed pay such possessory interest 
taxes may assessed against its lessee, permittee licensee, 
which circumstance, under the application the new DeLuz decision 
formula, will result, effect, cancelling, either whole 
part, the rental consideration received the City from such 
leases, permits licenses; and 

WHEREAS, all other municipal leases, permits and 
licenses, the increased property taxes possessory interests, 
which the owners such possessory interests, under the application 
the new DeLuz formula, must additionally pay hereafter, will 
direct ratio reduce the rentals which the City Los Angeles and 
its several departments may the future expect receive for 


new, renewals existing, leases, permits and licenses, and 
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will, therefore, adversely affect the City Los Angeles financially, 
especially those its departments which are dependent upon revenues 
for operation, maintenance and improvement; and 

WHEREAS, this sudden and abrupt change the method 
arriving the assessed valuation privately-owned possessory 
interests the State California has, and allowed continue 
will, disrupt and become extreme added burden upon the owners 
such possessory interests, which added burden was not contempla- 
tion them fixing their commercial and financial needs; 

NOW, THEREFORE, RESOLVED the Council the City 
Los Angeles, that the Legislature the State California 
and hereby urged enact appropriate legislation which will 
recognize that, the assessment privately owned possessory 
interests real property the State California, where the 
owner such property tax exempt, the value such possessory 
interest the excess, any, the value the possessory 
interest over the rental and other burdens, regardless whom 
payable, assumed the holder thereof for the unexpired term 
such possessory interest, and thus restore the formula for valuation 
for taxation purposes uniformly followed and accepted, both judi- 
cially and administratively, prior the said so-called DeLuz Homes 
decision. 

FURTHER RESOLVED that copy this resolution 
sent the City's Legislative Advocates Sacramento and each 


member the Los Angeles Legislation. 


HEREBY CERTIFY the foregoing Resolution was adopted 
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EXHIBIT 


EXHIBIT STATEMENT ARTHUR NORDSTROM 


SAMPLE COMPUTATION THE ASSESSED VALUATION 
POSSESSORY INTEREST PARCEL LAND BEFORE AND 
AFTER THE LUZ CASE FOR THE PURPOSE COMPARING 


THE TWO METHODS 


Before 
Assessed Value Land Fee 50,000 
(assumed for' illustration 
Value Land 100, 000 
Percent Deduction for Tidelands 
Trust Restrictions (5%) 
Base Value Land 
Annual Worth Pactor (5-1/2% for 
return investment and 
2-1/2% for taxes) 


Annual Worth for highest unre- 
stricted use rent free paid 


Percent Deduction for Lease Re- 
strictions, i.e., uses, etc. 


(15%) 


Base Annual Worth Possessory 


Interest 6,460 
Less Annual Rent (Rate assumed 

for illustration purposes) 
Annual Equity Salable Lessee 1,460 
Remaining Years Lease 
Present Value Factor for 

years 


After 
50,000 


9.816 
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Secured 
Unsecured 


Total 


Secured 
Unsecured 


Total 


Secured 
Unsecured 


Total 


EXHIBIT "D" 


Possessory Interest Valuations and Tax Levies 


Assessed 


Land Value 


167 030 
285,520 


Owned other Governmental Agencies 
Assessea 


Assessed 


Land Value 


74,190 
74,190 


Los Angeles City 


Improvement 
Value 


198,150 


1956 
Owned Los Angeles Cit 
Total 
Improvement Assessed 
Value Value 
2,976,130 3,143,160 
LOO 


Assessed 


970 
198,150 


Grand Totals City Other 
Total 


Assessed 


Land Value 


241,220 
285,520 
526,740 


Improvement 
Value 


4,968,910 
4,489,180 


Assessed 


5,210,130 
4,774,700 


Total 
Tax 


Levy 
220,655.67 
311,539.31 


Total 
Tax 


Levy 
151,505.86 


13,528.14 
165,034.00 


Total 
Tax 


Levy 
372,161.53 
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Secured 


Unsecured 


Total 


Secured 


Unsecured 


Total 


Secured 


Unsecured 


Total 


Possessory Interest Valuations and Tax Levies 


Los Angeles City 


1956 1957 
Owned Los Angeles City 

Assessed Total 
Assessed Improvement Assessed 

Land Value Value Value 
1,691,470 4,540,300 6,231,770 
1,976,760 4,410,110 386, 870 
3,668,230 12,615,640 


Owned other Governmental Agencies 
ssesse otal 


Assessed Improvement Assessed 
Value Value Value 
101,070 2,335,160 2,436,230 
1,410 360, 820 
102,480 2,798,460 


Grand Totals City Other 
Assessed 


Assessed Improvement Assessed 
Land Value Value Value 
1,792,540 
1,978,170 4,770,930 6,749,100 
3,770,710 11,646,390 15,417,100 


1,099, 


Total 
Tax 
Levy 


452,911.59 
442,170.66 
082.25 


Total 
Tax 


Levy 
179, 806.64 


Total 
Tax 


Levy 
632,718.23 
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